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PREFACE
This publication is the fourth in a series produced by the Institute's Technical Research 
Division through use of the Institute’s National Automated Accounting Research System  
(NAARS). The first three publications in the series are:
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A survey of applications of APB Opinion No. 22
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•  Illustrations of Reporting the Results of Operations
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It is the division’s intention to publish periodically similar compilations of information of 
current interest dealing with aspects of financial reporting.
The examples presented were selected from over six thousand annual reports stored in the 
NAARS computer data base.
The views expressed are solely those of the staff of the Technical Research Division.
William C. Bruschi
Vice President-Research & Review
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SCOPE AND PURPOSE OF SURVEY
INTRODUCTION
Often revenue or expense items are included in the computation of taxable income for federal 
or state income tax purposes in one reporting period but are included in the computation of pretax 
accounting income for financial accounting purposes in a different reporting period. Under several 
Opinions of the Accounting Principles Board, companies that have timing differences of this type 
are required to include the tax effects of the items in income tax expense in the same periods in 
which the items affect pretax accounting income. This procedure is commonly called interperiod 
tax allocation.
Opinion No. 11, Accounting for Income Taxes, discusses the general theory of interperiod tax 
allocation and requires the procedure to be applied to a wide variety of circumstances. (The 
Opinion also discusses intraperiod tax allocation and accounting for operating loss carryforwards 
and carrybacks.) Opinion No. 23, Accounting for Income Taxes-Special Areas, requires inter­
period tax allocation to be applied in certain circumstances to undistributed earnings of sub­
sidiaries or corporate joint ventures consolidated or accounted for under the equity method, bad 
debt reserves of savings and loan associations, and policyholders’ surplus of stock life insurance 
companies. Opinion No. 24, Accounting for Income Taxes-Investments in Common Stock Ac­
counted for by the Equity Method (Other Than Subsidiaries and Corporate Joint Ventures), 
requires that interperiod tax allocation be applied in certain circumstances to undistributed earn­
ings of investee companies, accounted for under the equity method, of which less than 50% of the 
voting stock is owned by the investor reporting company and which investment gives the investor 
the ability to exercise significant influence over operating and financial policies of the investee. 
Opinion No. 25, Accounting for Stock Issued to Employees, paragraphs 16-18, requires inter­
period tax allocation to be applied in certain circumstances to stock issued to employees. Opinions 
No. 11, 23, 24, and paragraphs 16-18 of Opinion No. 25 are reproduced in Appendices A, B, C, and 
D of this survey. The Accounting Interpretations of Opinion No. 11 and Opinion No. 23, as they 
pertain to interperiod tax allocation, that were published by the AICPA are reproduced in Ap­
pendices E and F.
The Securities and Exchange Commission requires disclosure in financial statements filed 
with the SEC of certain information concerning the application of interperiod tax allocation which 
is not required to be disclosed under Opinion No. 11. This requirement is set forth in Accounting 
Series Release No. 149, Notice of adoption of amendment to Regulation S-X to provide for  
improved disclosure of income tax expense, which is reproduced in Appendix G.
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SOURCE OF ILLUSTRATIONS
Application of interperiod tax allocation requires considerable judgment. An accountant who 
is confronted with problems in applying interperiod tax allocation can benefit from determining 
how other accountants are applying the procedure in practice. Accordingly, this publication pre­
sents excerpts from recently published financial statements that illustrate the application of 
interperiod tax allocation under the APB Opinions and related interpretations, and under SEC 
Release No. 149.
The AICPA National Automated Accounting Research System (NAARS) was used to com­
pile the information. The examples are selected from financial statements of some of the more 
than 6,000 annual reports stored in the computer data base.
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II
APPLICATIONS OF OPINION NO. 11
TIMING DIFFERENCES
Timing differences (differences between the periods in which transactions affect taxable 
income and the periods in which they enter into the determination of pretax accounting income) 
originate in one period and reverse or “turn around” in one or more subsequent periods. Under 
Opinion No. 11, the tax effect of a timing difference is measured by the differential between 
income taxes computed with and without inclusion of the transaction creating the difference 
between taxable income and pretax accounting income. The tax effect is to be accounted for under 
the deferred method of tax allocation. Under this method, the tax effect increases or decreases 
income tax expense in the income statement of the period the timing difference arises and subse­
quently decreases or increases income tax expense in the income statement of subsequent periods 
in which the timing difference reverses. The deferred charges and deferred credits reported in the 
balance sheet under current and noncurrent classifications represent the cumulative recognition 
given to tax effects and do not represent receivables or payables in the usual sense.
Disclosure
The Opinion requires disclosure of the component of income tax expense representing the tax 
effects of timing differences. The component may be presented as a separate item or parentheti­
cally in the income statement, or it may be disclosed in the notes to the financial statements.
The components of income tax expense that must be disclosed separately for the period, 
allocated among income before extraordinary items, extraordinary items, adjustments of prior 
periods (or of the opening balance of retained earnings) and direct entries to other stockholders’ 
equity accounts, are as follows:
(a) Taxes estimated to be payable,
(b) Tax effects of timing differences,
(c) Tax effects of investment credits (whether on the deferral method or the flow-through 
method) and
(d) Tax effects of operating losses.
The Opinions of the Board require that income tax accounts be presented in the balance sheet 
so as to provide separate classification of the following elements:
(a) Taxes estimated to be currently payable,
(b) Net amount of current deferred charges and current deferred credits relating to timing 
differences,
3
(c) Net amount of noncurrent deferred charges and noncurrent deferred credits relating to 
timing differences,
(d) Refundable taxes arising from carrybacks of operating losses, investment credits and similar items,
(e) Future tax benefits of carryforwards of operating losses and similar items (in those 
unusual cases where they have been recognized because realization is assured beyond 
any reasonable doubt) and
(f) Deferred investment credits (applicable when the deferral method of accounting for 
investment credits is employed).
The distinction between current and noncurrent deferred taxes due to timing differences is 
based on the classification of the asset or liability related to each specific timing difference. For 
example, deferred taxes arising from timing differences in depreciation expense are classified 
with noncurrent liabilities because the related depreciable assets are noncurrent. On the other 
hand, if installment receivables are included in current assets, the deferred tax credits arising 
from the use of installment method for tax purposes are classified with current liabilities.
Reasons for significant variations in the customary relationships between income tax expense 
and pretax accounting income are required to be disclosed if they are not otherwise apparent from 
the financial statements or from the nature of the entity’s business. The Opinion recommends but 
does not require disclosure of the nature of significant differences between pretax accounting 
income and taxable income.
Illustrations
Sixty-four examples are presented of the application of interperiod tax allocation in apparent 
conformity with Opinion No. 11. The examples are grouped according to the nature of the timing 
differences.
D EPR EC IA TIO N
AVERY PRODUCTS CORPORATION
Notes to Financial Statements 
Income Taxes:
Deferred tax expense of $716,000 in 1973 and $442,000 in 1972 results from timing differences in 
the recognition of income and expenses for tax and financial purposes. In each of these fiscal years the 
differences are primarily the excess of tax over financial depreciation of foreign subsidiaries.
Total taxes on income are 50.6% and 51.9% of pre-tax income in 1973 and 1972, respectively. The 
reasons for the differences in the effective rates as compared to the Federal tax rate of 48% arise 
principally from: (a) the inclusion of state income tax in tax expense, (b) investment tax credits, (c) the 
share of losses of 50% owned affiliates for which no tax benefit is taken, and (d) foreign income on 
which taxes of $252,000 and $124,000, respectively, have not been provided because of prior losses, 
losses without tax benefit and various other minor factors.
Balance Sheet November 30
1973 1972
Total current liabilities 44,147 30,157
Long-term debt 21,698 29,644
Deferred taxes on income 2,876 2,160
BIBB COMPANY
Notes to Financial Statements 
Income Taxes:
Income taxes have been provided on income reported in the financial statements; such income 
differs from income reported for income tax purposes principally from using accelerated methods of
4
depreciation for income tax purposes. Investment tax credits are used to reduce the provision for 
income taxes in the year such credits are utilized for income tax purposes.
In 1972, the Company’s petition with the U. S. Tariff Commission for assistance under the Trade 
Expansion Act of 1962 to permit carryback of operating losses not normally available under the 
Internal Revenue Code was accepted. Such acceptance allowed the carryback of all net operating tax 
loss carry-forwards at August 28, 1971. The resulting tax refund of $3,174,000 and the reduction of 
deferred income taxes of $290,000 in 1972 is reflected as an extraordinary credit in the accompanying 
consolidated statements of income.
Statement of Income Year Ended
September 1, September 2,
1973 1972
(52 weeks) (53 weeks)
Provision for deferred income taxes (Note 5) 265 400
Income before extraordinary items 267 400
Extraordinary Items:
Gain on sale of nonoperating properties, less applicable deferred 
income taxes of $75,000 in 1973 and $230,000 in 1972 170 534
Refunds ($3,174,000) of prior years’ income taxes and net reduction 
in deferred income taxes (Note 5) 3,464
Balance Sheet September 1, 
1973
September 2, 
1972
Total current liabilities 30,246 25,294
Long-term debt, less current maturities (Note 7) 32,622 35,840
Deferred income taxes (Note 5) 2,340 2,000
COLLINS RADIO COMPANY
Notes to Fincancial Statements
United States and Foreign Income Taxes 
The composition of income taxes is as follows: 1973 1972
Charge equivalent to U.S. taxes currently payable 
before loss carryover 
Currently payable:
Foreign
Other
Amortization of investment credit
Credit for deferred taxes related to timing differences which will 
reverse within the loss carryover period
$5,760,000
592,000
199,000 
(400,000)
$6,151,000
$338,000
(468,000)
(1,223,000)
$(1,353,000)
In 1973 the charge equivalent to U.S. taxes currently payable and certain other deferred amounts 
have been offset by the benefit of the company’s loss carryover. The low effective tax rate in 1972 is 
attributed to limitations on the amount of tax benefit recognized on the operating loss for the year 
through the reversal of deferred income taxes related to timing differences which will reverse them­
selves during the loss carryover period.
Balance sheet deferred income taxes as of August 3, 1973 represent principally amounts previ­
ously provided on differences in the timing of depreciation deductions for financial statement and tax 
purposes which will not reverse themselves within the period allowed by the Internal Revenue Code 
(1974 to 1977) for the deduction of the company’s loss carryovers. The unamortized portion of invest­
ment credits included in deferred income taxes amounted to $648,000 at August 3, 1973.
Balance Sheet August 3, 
1973
July 28, 
1972
Total current liabilities 103,229 107,145
Long-term debt 115,771 125,405
Deferred income taxes 5,701 6,162
5
DATA DOCUMENTS, INC.
Notes to Financial Statements 
Income Taxes:
The provision for income taxes for 1973 includes $21,067 (1972, $59,033) deferred income taxes 
resulting primarily from the excess of depreciation charges claimed on accelerated methods for income 
tax purposes over amounts charged on a straight-line method for accounting purposes.
Balance Sheet September 30,
1973 1972
Total current liabilities 6,797 4,165
Long-term obligations, excluding current installments (note 4) 2,696 2,685
Deferred income taxes (note 5) 237 215
THE GRANBY MINING COMPANY LIMITED
Notes to Financial Statements 
Income Taxes:
The depreciation and amortization which may be claimed for income tax purposes will exceed the 
amount recorded in the accounts, and accordingly a provision has been made for the income taxes 
which have been deferred.
Statement of Income
Provision for income taxes (Note 2):
Current
Deferred
Year ended September 30
1973 1972
$1,988 $ 561
2,807 1,316
$4,795 $1,877
Balance Sheet September 30
1973 1972
Total current liabilities $5,743 $5,464
Deferred income taxes (Note 2) $4,804 $2,194
INTERMOUNTAIN GAS COMPANY
Notes to Financial Statements 
Income Taxes
The Company follows both the “normalization” and “flow-through” methods of accounting for 
income taxes. Its practices are based on decisions and policies of the Idaho Public Utilities Commis­
sion.
Deferred income taxes are currently provided in the income statement and such deferred costs 
will be credited to income (“normalization”) in future years when deductions for income tax purposes 
are less than deductions in the accounts. These deferred taxes are: (1) $33,600 in fiscal 1973 and 
$21,800 in fiscal 1972 due to the use of accelerated depreciation on post-1969 property additions; (2) 
$192,900 in fiscal 1973 and $136,600 in fiscal 1972 due to the use of the ADR System of Depreciation; 
and (3) $319,100 in fiscal 1973 and $679,700 in fiscal 1972 due to the current deduction for tax purposes 
of deferred unrecovered gas costs explained below.
Income tax expense has been reduced (“flow-through”) by $350,600 in fiscal 1973 and $264,300 in 
fiscal 1972 for the higher deductions for income tax purposes attributable to the use of the Class Life 
System of Depreciation. It is expected that these costs will be recovered in future revenues based on 
decisions and policies of the Idaho Public Utilities Commission.
Statement of Income Year Ended
September 30 
1973 1972
Federal and state income taxes (Note 3)
Current
Deferred
808
368
402
637
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Balance Sheet September 30 1973 1972
Current Liabilities (exclusive of notes payable to bank):
Long-term debt due within one year $1,971 $1,721
Accounts payable 2,052 1,779
Customers’ deposits 305 277
Accrued interest 785 794
Accrued general taxes 1,703 1,666
Accrued income taxes (Note 3) 161 72
Accrued dividends on preferred stock
Accumulated deferred income taxes and investment tax credits
92
$7,073
27
$6,339
(Note 3) $1,907 $1,221
PETROLANE INCORPORATED
Notes to Financial Statements 
Taxes Based on Income
Deferred taxes based on income result from the use, for income tax purposes only, of guideline 
and accelerated methods in computing depreciation. The provision for deferred taxes based on income 
for the year ended September 30, 1972 was an increase of $1,047,291 and for the year ended Sep­
tember 30, 1973 was a decrease of $286,848. Investment tax credits for 1972 of $1,206,885 and for 1973 
of $943,466 have been applied as a reduction of the tax expense provisions.
Balance Sheet September 30
1973 1972
5½% Convertible subordinated debentures due 1987 (Note 4) 1,607 3,918
Other long term debt (Note 5) 56,477 42,243
Deferred taxes based on income (Note 3) 6,550 6,836
Other liabilities and deferred credits 837 714
SCOPE INDUSTRIES
Notes to Financial Statements 
Income Taxes
The Company and its subsidiaries file a consolidated federal income tax return. The Company has 
elected to defer a portion of the tax by acceleration of depreciation and other deductions for tax 
purposes. Deferred income taxes are provided for all timing differences.
Statement of Income
Provision (Credit) for Income Taxes (Note 4)
Current
Deferred
Balance Sheet
Long-term debt due after one year (Note 3)
6% subordinated sinking fund debentures, less unamortized discount:
1973-$82,577; 1972-$109,599 (Note 1)
Secured notes
Deferred income taxes (Note 4)
TROPICANA PRODUCTS, INC
Notes to Financial Statements 
Income Taxes:
Deferred income taxes result principally from the difference between the amount of depreciation 
expense included in the financial statements and the amount deducted in the Company’s income tax
For the Years Ended 
July 31
1973 1972
313 (30)
42 (91)
355 (121)
July 31
1973 1972
656 773
1,300 1,532
1,957 2,305
387 379
7
returns and taxes on income resulting from operations of a subsidiary which has elected to be treated 
as a Domestic International Sales Corporation.
Statement of Income Year ended August 31
Income taxes:
1973 1972
Current 8,004 6,950Deferred 874 1,100
8,878 8,050
Balance Sheet August 31,
1973 1972
Total current liabilities 30,424 29,989Long-term debt 5,885 8,899Deferred income taxes 3,430 2,556
UARCO INCORPORATED 
Notes to Financial Statements 
Deferred Income Taxes
The Company avails itself of the guidelines and certain accelerated depreciation procedures 
authorized for income tax purposes with the result that such depreciation exceeds book depreciation. 
There is a resultant tax deferral which is credited to deferred income taxes. There is, however, no 
effect on net income for the current year as an amount equal to the current reduction in taxes is 
charged to income to provide for taxes payable in future years when depreciation for tax purposes will 
be less than depreciation for book purposes.
Statement of Income
Provision for Taxes on Income 
Paid or payable currently 
Deferred due to depreciation procedures 
Total provision for taxes on income
Years ended September 30 
1973 1972
$4,924 $3,281
273 309
$5,197 $3,590
Balance Sheet As of September 30
1973 1972
Long-term debt 13,304 13,130
Deferred investment tax credit 1,000 903
Deferred taxes on income 4,943 4,670
R E V E N U E  FROM LONG-TERM 
CONSTRUCTION CONTRACTS
DANIEL INTERNATIONAL CORPORATION
Notes to Financial Statements 
Deferred Income Taxes:
For income tax reporting, Daniel (i) provides for depreciation on certain fixed assets by acceler­
ated methods and adjusts the cost basis of certain rental equipment purchased by the gain or loss 
arising from trade-ins, (ii) reports construction revenues and related costs on substantially all cost- 
plus contracts as billings are made in accordance with the terms of the respective contracts and 
generally deducts provisions for estimated losses on contracts only upon substantial completion of the 
respective contracts, and (iii) charges operations with the cost of certain expenses at the time of 
payment therefore, rather than over the period to which applicable. During 1973, income tax examina­
tions for fiscal years 1969-1971 resulted in a transfer of $632,000 (net of the related 1972 effect) from 
deferred taxes to current taxes with no significant charge to earnings. Certain of the adjustments 
arising from this and prior tax examinations have not been recorded for financial reporting. Deferred 
income taxes shown in the financial statements result substantially from the foregoing reporting 
differences.
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Statement of Income For the Years Ended September 30,
1973 1972
Provision for income taxes:
Current 10,802 5,209
Deferred (152) 3,091
10,650 8,300
Balance Sheet September 30
1973 1972
Income taxes—current 6,716 1,570
Income taxes—deferred 163 410
Total Current Liabilities 105,010 62,603
6% Convertible Subordinated Debentures Due 1989 — 3,921
Other long-term Debt, less current portion 750 1,000
Income Taxes—Deferred 1,053 1,590
Total Liabilities 106,813 69,114
MORRISON-KNUDSEN COMPANY
Notes to Financial Statements 
Taxes on Income
The provisions for taxes on income in the consolidated statement of income comprise the follow­
ing:
1973 1972
Currently payable: 
Federal income taxes $1,155,000 $2,800,000
Foreign income taxes 3,181,000 1,473,000
4,336,000 4,273,000
Net reduction in deferred income taxes 1,136,000 1,381,000
Federal and foreign taxes on income 5,472,000 5,654,000
State taxes on income 466,000 310,000
$5,938,000 $5,964,000
The net reduction in deferred income taxes comprises principally the effect of timing differences
between book and tax recognition of contract profits and losses. In 1972 the reduction is net of a
$960,000 credit for the tax effect of a provision in the income statement but deferred for tax purposes 
for loss on property held for sale. The effective rate of the provision for federal and foreign taxes on
income was approximately 45% in 1973 and 50% in 1972 of income before taxes. The variance from the 
normal statutory rate of 48% in the United States is principally due to certain foreign income taxed at 
higher than U.S. rates and net losses not currently deductible reduced, in 1973, by investment tax 
credit arising from the large acquisition of construction equipment. Investment tax credit in 1972 was
not material.
Balance Sheet December 31,
1973 1972
Investments in joint ventures 21,253 21,560
Deferred income taxes 3,488 4,624
Real property held for development or sale, at cost less 
accumulated depreciation of $169,000 - 1973 and
$143,000 - 1972 (Note 5) 8,869 8,598
PROVINCIAL HOUSE, INC.
Notes to Financial Statements 
Income Taxes
The Company files consolidated income tax returns. Deferred income taxes are provided for all 
timing differences between financial accounting and taxable income resulting principally from report­
ing income on the percentage of completion method for financial purposes and the completed contract
9
method for income tax purposes, and the use of the accelerated depreciation method for tax purposes 
and the straight line method for financial statement purposes. Investment tax credits of $44,650 ($.04 
per share) in 1973 and $63,184 ($.07 per share) in 1972 have been recorded as a reduction of tax 
expense.
Statement of Income Year Ended July 31
Income taxes—(Note 3) 1973 1972
Current 525 151Deferred (368) 161
 (157) (313)
Balance Sheet July 31,
1973 1972
Income taxes—current and deferred—(Note 3) 358 584
Patient deposit and trust accounts 292 248
Advance billings — 8
Billings in excess of cost and estimated earnings 
on uncompleted contracts 295 182
Total current liabilities 6,722 4,333
Long term debt—(Note 2) 9,654 6,744
Deferred income taxes—(Note 3) 116 90
RESEARCH-COTTRELL INC.
Notes to Financial Statements 
Income Taxes
Income tax provisions were made in the following amounts:
Federal and foreign:
Current, less investment credit of $64,000 and 
$113,000, respectively 
Deferred 
State
Total provision for income taxes
1973 1972
$4,005,000 $3,550,000
(56,000) 1,161,000
628,000 704,000
$4,577,000 $5,415,000
The deferred provision (credit) is due principally to the use for tax purposes of the completed 
contract method of accounting for long-term contracts and of accelerated depreciation methods.
In 1972, one division and a subsidiary used the completed contract method for tax purposes. 
During 1973, the approval of the Internal Revenue Service was obtained for the use of this method for 
two more divisions. The benefits of loss carryforwards ($123,000 for 1973 and $71,000 for 1972) have 
been treated as a reduction of income taxes because the amounts are considered immaterial.
Balance Sheet at October 31
1973 1972
Deferred federal income tax 2,849 3,222
Total current liabilities 31,421 27,205
Notes payable, not maturing within one year 7,734 —
Other long-term borrowings 150 1,230
Deferred federal income tax 345 28
SUPREME EQUIPMENT & SYSTEMS CORP.
Notes to Financial Statements 
Income Taxes
The deferred tax provision relates to the use of accelerated methods of depreciation for income 
tax purposes and straight line for financial reporting purposes, and the use of the completed contract 
method of accounting for long-term contracts for tax purposes and the percentage of completion 
method for financial reporting purposes. At July 31, 1973, $327,000 of income taxes, which had been 
deferred as a result of using the completed contract method of accounting, are reflected in accrued 
income taxes.The effective income tax rates differ from statutory rates principally as a result of lower tax rates
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applicable to Domestic International Sales Corporation income and the job development investment 
credit, which is reflected on the “flow through” method, and amounted to $32,000 in 1973 and $19,000 
in 1972.
Statement of Income Years Ended
July 31, July 28,
1973 1972
Provision for Income Taxes (Note 5)
Current 29 272
Deferred 29 231
59 504
Balance Sheet As of July 31,
1973 1972
Total current liabilities 3,952 2,502
Long-term debt, including $5,000,000 and $3,500,000 pursuant to a
bank credit agreement (Note 3) 5,044 3,500
Deferred income taxes (Note 5) 112 91
TECHNICAL OPERATION, INCORPORATED
Notes to Financial Statements 
Income Taxes and Extraordinary Credit
The components of the provision for income taxes for the years ended September 30, 1973 and 
1972 are as follows:
Federal
State
Foreign
Federal
State
Foreign
Current
$ 1 ,010,000
290.000
394.000 
$1,694,000
Current 
$ 864,000 
310,000 
(34,000) 
$1,140,000
1973
Deferred
$(166,000)
(15,000)
50,000 
$(131,000)
1972
Deferred
$264,000
74,000
$338,000
Total 
$ 844,000
275,000
444,000 
$1,563,000
Total
$1,128,000
384,000
(34,000)
$1,478,000
Provisions for Federal, foreign and state income taxes are computed in accordance with the 
comprehensive income tax allocation method. This method recognizes the tax effects of all income and 
expense transactions in each year’s income statement regardless of the year the transactions will be 
reported for tax purposes. Deferred taxes on income arise primarily from the use of the completed 
contract method of accounting for tax purposes.
The provision for income taxes for 1972 does not bear the customary relationship to income before 
income taxes primarily due to the loss attributable to ABTO, Inc. and certain other expenses which 
were not deductible for tax purposes.
Balance Sheet September 30
1973 1972
Deferred taxes on income 2,266 2,490
Total current liabilities 24,550 19,452
IN STA LLM EN T SALES
GOODYEAR TIRE & RUBBER COMPANY
Notes to Financial Statements 
Accounts and Notes Receivable
Revenues from installment sales are recognized in the financial statements at the time of delivery
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but on the installment method for Federal income tax purposes. Under this method, income from 
installment sales is not taxable until collections are made, and accordingly, the current tax liability 
includes taxes deferred as a result of this timing difference between financial and taxable income.
INGERSOLL-RAND COMPANY
Notes to Financial Statements 
Taxes
The company reports income from certain term sales on the installment method for tax purposes 
while continuing to recognize income at the time of shipment for financial reporting. This and other 
timing differences included in the income tax provisions are estimated to be $9,700,000 for 1972 and 
$3,400,000 for 1973. The current income tax liabilities include such deferred tax liabilities which are 
estimated to be $18,700,000 at 12/31/72 and $22,100,000 at 12/31/73.
KAUFMAN AND BROAD, INC.
Notes to Financial Statements 
Income Taxes
Deferred taxes are provided for timing differences which result primarily from (a) the deferral of 
a portion of taxes on foreign earnings which are payable only upon repatriation, (b) the use, for income 
tax purposes, of the installment method of reporting certain sales, and (c) the current deduction for 
income tax purposes of interest and property taxes, some of which are capitalized for financial report­
ing purposes.
The provisions for income taxes were at the effective rate of 43% and 44% in 1973 and 1972 
respectively. The differences from customary effective tax rates result primarily from the lower rate 
used to provide for French earnings.
Balance Sheet November 30
1973 1972
Income taxes (Note 9):
Current 5,325 8,490
Deferred 16,732 11,257
Total current liabilities 207,893 144,823
Long-term Debt and Deferred Credits:
Deferred income taxes (Note 9) 7,147 5,888
THE MIDLAND COMPANY
Notes to Financial Statements 
Federal Income Tax
Deferred federal income tax results principally from (a) additions to the allowance for losses not 
allowable for tax purposes until subsequent years, (b) the reporting of income from retail sales of 
mobile homes on the installment method of accounting for tax purposes, (c) the use of accelerated 
depreciation for tax purposes, (d) the differences in reporting earned finance charges for financial and 
tax purposes, (e) the deferral of insurance commission income and expense for book purposes, (f) 
reporting income of the life insurance company on a statutory basis for tax purposes, and (g) the 
deduction for tax purposes of the accumulated difference (from the Company’s inception) in earnings 
resulting from charging refunds to borrowers on prepayment of loans against unearned finance 
charges for financial accounting purposes and treating such refunds as deductions from finance reve­
nues for tax purposes; this deduction ($12,110,000) resulted from settlement of the Company’s consoli­
dated federal income tax returns for 1968 and 1969 and is being allowed over a period of 6½ years 
ending in 1976.
Statement of Income Years Ended December 31,
1973 1972
Provision For Federal Income Tax:
Current 791 354
Deferred 882 2,719
Total 1,673 3,073
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Balance Sheet December 31
1973 1972
Insurance Reserves and Claims 18,118 11,818
Deferred Insurance Commission Income 1,196 1,514
Current Portion of Long-Term Debt 10,896 10,818
Deferred Federal Income Tax 6,440 5,558
Long-Term Debt:
PACIFIC UNITED SERVICES CORP.
Notes to Financial Statements 
Income Taxes
For financial reporting purposes, the Company’s method of accounting for certain items differs 
from that used for income tax reporting purposes. The principal difference is the use of the installment 
method for profit recognition on the sale of the outdoor division for tax purposes, and the accrual 
method for financial reporting. Provision has been made for income taxes payable in future years 
applicable to amounts resulting from the differences in the treatment of such items.
Components of the provision for income taxes of the continuing operations were as follows:
1973 1972
State taxes $ 3,400 $ 21,200
Federal taxes 18,000 110,700
Investment tax credit (42,300) (20,200)
$(20,900) $ 111,700
Balance Sheet September 30
1973 1972
Deferred income taxes payable 462 —
Current portion of long-term debt 4 77
Total Current Liabilities 
Long-Term Debt—less amounts included in 
current liabilities—Note C
2,019 2,049
Note payable to bank
Fifteen-year 6% Subordinated Debentures, due
5,000 1,982
September 1, 1974 — 65
Other 80 423
Deferred Liabilities
5,080 2,471
Income taxes—Note E 3,273 1,026
JIM WALTER CORPORATION
Notes to Financial Statements 
Income Taxes
The provision for deferred income taxes is based on reductions in income taxes currently payable 
principally from (i) utilizing for tax purposes the installment method of accounting for homes sold for 
time payments and certain retail credit sales, (ii) accelerated depreciation methods, (iii) amortization 
of the investment tax credit over a seven-year period and (iv) unamortized discount on purchase of 
installment notes receivable by a subsidiary from the Company and another subsidiary, restored in 
consolidation.
The consolidated tax provision is lower than normal and surtax rates principally due to percent­
age depletion, expensing of intangible drilling costs for tax purposes, capital gains tax rates applicable 
to certain revenues and amortization of the investment tax credit ($1,086,000 in 1973 and $849,000 in 
1972). The effective rate is lower in 1973 than in 1972 reflecting the greater effect of such items on 
taxable income.
Statement of Income For the year ended
August 31,
1973 1972
Provision for income taxes (Note 5): 
Current (29,005) (28,852)
Deferred (12,365) (6,717)
50,886 42,652
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Balance Sheet August 31,
1973 1972
Deferred income tax (Note 5) 40,067 33,909
Total current liabilities 542,658 463,648
Deferred income tax (Note 5) 20,412 14,205
VACATION PAY
BLISS & LAUGHLIN INDUSTRIES INCORPORATED 
Notes to Financial Statements 
Provision for income taxes consists of:
U.S. and Canadian:
Currently payable 
Less investment credit
Deferred liability (related mainly to depreciation)
Deferred benefit (related mainly to pension, 
self-insurance, and vacation accruals)
State 
Total
The balance sheet at December 31, 1972, has been restated to reclassify accrued state income 
taxes from accrued liabilities to accrued income taxes, and to reclassify deferred Federal income tax 
benefit from accrued income taxes to current assets. The statement of income for 1972 has been 
restated to reclassify state income taxes from selling, general and administrative expenses to provi­
sion for income taxes.
Balance Sheet
Deferred Federal income tax benefit (Note 8)
Prepaid expenses 
Total current assets
• • •
Deferred Federal Income Taxes (Note 8)
Long-Term Notes Payable, less current maturities (Note 3)
Convertible Subordinated Debentures, 5¾% due in 1987 
(Notes 3 and 4)
SUNDSTRAND CORPORATION
Notes to Financial Statements 
Income Taxes
Income tax expense for the years ended December 31, consists of:
1973 1972
Currently payable before giving effect to special 
tax credits $ 8,415,000 $ 5,107,000
Effect of DISC permanent tax deferral (1,547,000) (1,059,000)
Job Development Credit (1,123,000) (546,000)
Deferred taxes—net 2,722,000 2,710,000
$ 8,467,000 $ 6,212,000
December 31
1973 1972
2,800 1,800
453 570
57,888 50,210
3,700 3,100
18,913 18,089
7,141 7,141
1973
$ 7,660,000 
(160,000) 
600,000
(1,000,000) 
7,100,000 
665,000 
$ 7,765,000
1972
$ 4,690,000
(190,000)
1,400,000
(500,000)
5,400,000 
580,000
$ 5,980,000
Deferred income taxes represent the net provision for taxes which will be payable in future 
periods as a result of certain timing differences between the earnings reported for financial purposes 
and those reported for tax purposes. Principal differences arise from the tax treatment of preproduc­
tion costs, installment sales method election, contract claim, deferred compensation, accelerated 
depreciation and vacation accruals.
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Balance Sheet December 31,
Other liabilities
1973 1972
Deferred compensation 1,460 1,557
Deferred income taxes 24,728 20,020
26,188 21,577
W ARRANTY COSTS
COPELAND CORPORATION
Notes to Financial Statements 
Income Taxes
Deferred taxes are provided when the period of reporting expenses for income tax purposes is 
different from financial statement reporting. Deferred taxes at September 30 , 1973 and September 30, 
1972 result primarily from warranty reserves which are not deductible for tax purposes.
The effective rate of the provision for U.S. and foreign income taxes was 43 percent for 1973. The 
amount of C.I.S.C. income on which Federal income taxes have not been provided was $923,000 for 
the year ended September 30, 1973. The provision on this amount would have increased the effective 
rate to 46 percent. Various other permanent differences also affect the rate.
The statement of earnings for the year ended September 30, 1972 has been restated to reclassify 
the Ohio franchise tax from Selling and Administrative Expenses to Income Taxes. The amount 
reclassified is $687,000. The Ohio franchise tax in 1973 is $885,000.
Statement of Income Years Ended September 30
Federal and state income taxes:
1973 1972
Currently payable 7,636 8,492
Deferred 872 (572)
8,508 7,920
Balance Sheet September 30,
1973 1972
Deferred income tax benefits 652 1,524
Prepaid expenses 576 398
Total current assets 62,372 54,371
FISHER SCIENTIFIC COMPANY
Notes to Financial Statements 
Income taxes:
Income tax provisions (credits) were comprised of the following:
Federal
Foreign
State
Deferred
1973
$ 161,000 
1,432,000 
120,000 
(203,000) 
$ 1,510,000
1972
$1,015,000
1,447,000
286,000
59,000
$2,807,000
Federal income taxes are shown net of investment credits of $60,000 and $45,000 for 1973 and 
1972, respectively. The deferred tax amount shown in the above table for 1973 relates primarily to 
warranty accruals recorded in 1973 for financial reporting purposes but deductible for tax purposes in 
later years.
Balance Sheet December 31
1973 1972
Deferred income taxes 274 477
Accrued interest 600 513
Other accrued liabilities 1,176 471
Total current liabilities 22,051 17,292
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SPACELABS, INC.
Notes to Financial Statements 
Taxes on income
The provision for income taxes has been reduced by approximately $65,000 in 1973 applicable to 
certain items of expense, primarily warranty expense, that are not currently deductible for income tax 
reporting purposes. As of July 31, 1973, such items aggregated approximately $132,000 and are offset 
against Federal and state taxes on income in the accompanying balance sheets.
D E F E R R E D  COM PENSATION TO EM PLO Y EES
AFFILIATED PUBLICATIONS, INC.
Notes to Financial Statements 
Federal and State Income Taxes
Components of Federal and state income tax provisions were as follows:
1973 1972
Federal:
Currently payable $ 4,622,222 $2,573,656
Deferred (prepaid), net (176,942) 115,962
Deferred investment credits, net 29,326 289,969
Total $ 4,474,606 $2,979,587
State:
Currently payable $ 858,925 $ 415,131
Deferred (prepaid), net (35,024) 33,000
Deferred investment credits, net 29,354 129,467
Total $ 853,255 $ 577,598
Accumulated Federal and state tax benefits, net, at December 30, 1973 results primarily from 
timing differences in the recognition of deferred compensation expense for tax and financial statement 
purposes.
Balance Sheet December 30, December
Other assets:
1973 1972
Accumulated Federal and state tax benefits, net (Note 6) $1,854 $1,634
Cash surrender value of life insurance policies (Note 4) 720 661
Other 140 168
Total other assets $2,714 $2,464
CHELSEA INDUSTRIES, INC.
Notes to Financial Statements 
Income Taxes:
Income taxes for the years ended September 29, 1973 and September 30, 1972 include net 
deferred income taxes (credits) of $623,703 and ($548,247) respectively, resulting from subsidiaries’ 
operating loss carry-forwards and different methods of treating depreciation, deferred compensation 
and certain other transactions for tax purposes.
Balance Sheet September 29, September 30,
1973 1972
Refundable and prepaid income taxes 1,225 843
Inventories—at cost (principally first-in, first-out method) 
or market whichever is lower:
Raw materials and supplies $14,056 $ 8,367
Work in process 5,136 3,655
Finished goods 11,402 9,276$30,595 $21,299
Prepaid insurance and other expenses 499 477
Total current assets $56,285 $45,577
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Other assets:
Cash surrender value of life insurance $ 458 $ 502
Unamortized discount on debentures 336 352
Deferred charges and other assets 238 860
Deferred income tax reductions 839 1,142
• • •
Total current liabilities $26,969 $24,410
Long-term debt—exclusive of current maturities 32,847 25,058
Deferred compensation and interest 450 638
Deferred income taxes 1,042 722
COWLES COMMUNICATIONS, INC. 
Notes to Financial Statements
Income Taxes
The current deferred federal income tax benefit account is the amount of deferred benefits
attributable to the application of the reserve for termination costs of discontinued operations and the 
1974 portion of deferred compensation costs. The non-current deferred federal income taxes relate to 
the recognized but unrealized gain on The Times transaction (see Note E) to the extent of $8,701,000 
less future benefits of $537,000 from deferred compensation costs. The non-current deferred state and 
local franchise and income taxes relate to the aforesaid unrealized gain on The Times transaction.
The financial statements include charges (credits) for federal income taxes as follows:
1973: Current Deferred
Continuing operations
Transfer from deferred to current classification arising
$391,000 $ -
from deferred compensation payments and use of reserves 
provided for discontinued operations (785,000) 785,000
($394,000) $785,000
1972:
Continuing operations $249,000 $ —
Discontinued operations (216,000) —
Extraordinary items
Transfer from deferred to current classification arising
(257,000) (185,000)
from deferred compensation payments and use of reserves 
provided for discontinued operations (202,000) 202,000
($426,000) $ 17,000
State and local franchise and income tax expense amounted to $196,000 for 1973 and $69,000 for 
1972 and is included in selling, administrative and general expenses in the statement of consolidated
operations.
Balance Sheet December 31
1973 1972
Deferred federal income tax benefits (Note E) 777 1,328
Prepaid expenses and other prepaid items 684 362
Total current assets 4,905 6,843
• •  •Total current liabilities 8,250 11,134
Long-Term Debt (6%), less amounts due within one year 151 164
Reserve for Deferred Compensation (Note A) 1,119 1,605
Reserve for Deferred Federal Income Taxes (Note E) 
Reserve for Deferred State and Local Franchise and
8,164 7,930
Income Taxes (Note E) 2,332 2,332
ESTERLINE CORPORATION
Notes to Financial Statements 
Income Taxes
Certain engineering costs incurred for new product designs and depreciation expense under 
accelerated bases are taken as current tax deductions and the related Federal income taxes have been 
deferred in the balance sheet. The Company also has made various charges to income in prior years,
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principally for deferred compensation, which are deductible for tax purposes in future years. Deferred 
Federal income taxes at October 31, 1973 includes the net effect of the items described above. The
provision for income taxes for 1973 and 1972 consists of the following items:
1973 1972
Federal and Foreign taxes estimated to be payable $ 639,000 $ 720,000
State taxes currently payable 315,000 200,000
Tax effects of timing differences 571,000 480,000
$1,525,000 $1,400,000
Balance Sheet As of October 31
1973 1972
Total Current Liabilities 16,497 13,588
Long-Term Debt (Note 3) 29,507 24,854
Deferred Federal Income Taxes (Note 11) 1,486 1,220
THE FIRST BOSTON CORPORATION
Notes to Financial Statements 
Income Taxes
Income tax expense comprises the following:
Currently Payable Deferred
1973 1972 1973 1972
U.S. Federal $ 880,676 $6,491,526 $(61,551) $(1,106,115)
Foreign 1,211,885 — 61,558 —
State and local 555,719 1,814,600 3,287 (138,750)
Total $2,648,280 $8,306,126 $ 3,294 $(1,244,865)
Deferred taxes have been provided on employees’ deferred compensation, U.S. Treasury bill
discount earned and security and other valuation adjustments.
The effective income tax rate differs from the statutory rate primarily due to tax-exempt interest 
on certain bonds, the 85% dividend received deduction, payment of prior years’ deferred compensa­
tion, lower rates applicable to capital gains and higher rates applicable to certain foreign income.
Balance Sheet December 31
Equipment and leasehold improvements at cost, less 
accumulated depreciation and amortization of $1,729,861
1973 1972
in 1973 and $1,297,231 in 1972 5,572 3,244
Exchange memberships—at market value 254 394
Deferred income taxes (Notes 1 and 9) 4,405 4,409
Other assets 1,286 698
R. B. JONES CORPORATION
Notes to Financial Statements 
Tax Effect of Timing Differences:
Deferred compensation is recorded in the companies’ accounts on the accrual basis but is not 
deductible for income tax purposes until payments are made. Systems development costs were ex­
pensed for income tax purposes as incurred but are being amortized in the Company’s accounts over 
sixty-month periods. (Such amortization amounted to $59,244 in 1973 and $54,085 in 1972.) These 
timing differences produce a variance between the provision for income taxes and the amounts cur­
rently payable as set forth in the accompanying consolidated financial statements.
Statement of Income For the Years EndedOctober 31,
1973 1972
Provision (credit) for income taxes: 
Current $ 1,184 $ 969
Tax effect of timing differences (Note 7) (33) (34)$ 1,151 $934
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Balance Sheet 
Other assets:
Cost in excess of net assets of businesses acquired (Note 5) 
Deferred income tax charge (Note 7)
October 31,
1973 1972
$870 $880
230 196
PEN SIO N  COSTS
ASG INDUSTRIES, INC.
Notes to Financial Statements 
Income Taxes
Taxes on income consisted of:
Amount currently payable 
Provision in lieu of income taxes 
Deferred income taxes
Less investment tax credits: 
Applied against current liability 
Carry-back portion
1973
$ 915,000
521,000
208,000
1,644,000
(442,000)
(806,000) 
$ 396,000
1972
$ 3,272,000
626,000
(133,000)
3,765,000
(606,000) 
$ 3,159,000
The provision in lieu of income taxes represents the tax benefits of pre-1971 investment credits, 
and certain charges against current taxable income that had been recognized for financial reporting 
purposes prior to 1971. This provision represents no actual tax payment, and has been credited to 
paid-in capital since the cumulative losses of the Company prior to 1971 were charged to paid-in capital 
as a result of a quasi-reorganization at December 31, 1970. Deferred income taxes result from timing 
differences in the recognition of expense for tax and financial statement purposes, principally depre­
ciation and pensions.
Certain charges against income during 1970 (approximately $7,000,000) will be used in the future 
to reduce income tax payments when such charges are deductible for income taxes. The tax benefits of 
these charges when realized will be credited to paid-in capital.
Balance Sheet December 31, December 31,
1973 1972
Deferred charges and other assets: 
Future income tax benefits (Note 5) 987 1,195
A-T-O INC.
Notes to Financial Statements 
Federal Income Taxes:
Deferred Federal income taxes result from the deduction for tax purposes of accelerated depre­
ciation, current non-deductibility of certain balance sheet accruals (such as unfunded pension cost, 
warranties, etc.) and other timing differences. Individually, and in the aggregate, the timing differ­
ences are not significant. Federal income tax expense includes the following:
1973 1972
Taxes currently payable $ 8,480,000 $ 7,070,000
Deferred taxes (140,000) (360,000)
$ 8,340,000 $ 6,710,000
Balance Sheet December 31,
1973 1972
Total current liabilities $93,925 $65,827
Long-term debt (Note 3):
Notes and mortgages payable $52,147 $49,137
4⅜ % Convertible subordinated debentures 24,643 24,618
6% Subordinated debentures 5,002 5,169
$81,792 $78,924
Deferred Federal income taxes (Note 7) $ 2,150 $ 2,290
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HB FULLER COMPANY
Notes to Financial Statements 
Income Taxes
Income tax expense is summarized as follows:
Taxes currently payable:
1973 1972
Federal computed tax $2,527,000 2,453,000
Less investment tax credits 64,000 45,000
2,463,000 2,408,000
State and foreign 859,000 611,652
3,322,000 3,019,652
Deferred income taxes 148,000 60,348
$3,470,000 3,080,000
Current Federal, state and foreign taxes have been provided for all domestic and foreign opera­
tions. Deferred taxes have been accrued for timing differences on: accelerated depreciation, unfunded 
pension costs of a foreign subsidiary, and foreign withholding taxes on earnings of a foreign subsidiary 
to be distributed.
November 30,
Balance Sheet  1973 1972
Total current liabilities 17,535 13,595
Long-term debt, excluding current installments (Note 3) 13,107 10,335
Accrued pension costs 200 142
Deferred income taxes (Note 7)
JAEGER MACHINE COMPANY
Notes to Financial Statements 
Income taxes
596 437
The provisions for income taxes are comprised of the following:
U.S. State and
1973:
Federal Foreign Local Total
Currently payable 
Tax effects of timing
$(24,600) $53,550 $ 28,950
differences
Deferred future income
18,050 18,050
tax benefits 
1972:
29,000
$ 4,400 $71,600
29,000 
$ 76,000
Currently payable 
Tax effects of timing
$(29,300) $82,000 $3,000 $ 55,700
differences
Deferred future income
12,300 12,300
tax benefits 57,000 57,000
$ 27,700 $94,300 $3,000 $125,000
The provision for U.S. Federal income taxes currently payable reflects credits in an amount equal 
to the provisions recorded by Jaeger Lease-Finance. This subsidiary is included in the Company’s 
consolidated U.S. Federal income tax return and its results of operations are included in the Consoli­
dated Statement of Loss on the equity method of accounting.
Future income tax benefits of $600,778 at December 31, 1973 includes $263,363 relating to the 
recorded pension liability for retired employees and $337,415 applicable to tax net operating losses and 
timing differences between financial and tax reporting methods. Realization of the estimated future 
income tax benefits is dependent upon obtaining sufficient future income. The tax-loss carry-overs 
which may be utilized to offset future taxable income are $413,000 through 1975, $487,000 through 
1976, $191,000 through 1977 and $1,900,000 through 1978, after which any unused portion will expire. 
The payment of pensions to the retired employees become tax deductions in the years when paid. The 
provisions for income taxes include $29,000 and $57,000, respectively, representing the write-off of
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previously recorded tax benefits applicable to the net change in the 1973 and 1972 liability for pension 
payments to retired employees. The Company has not recorded any future income tax benefits 
relating to the net operating losses for 1972 and 1973.
Balance Sheet December 31,
Property, plant and equipment, at cost:
1973 1972
Land 186 346
Buildings 3,144 3,224
Machinery and equipment 3,781 3,812
Rental equipment 218 1,405
7,330 8,789
Less accumulated depreciation 5,229 5,538
2,101 3,251
Future income tax benefits (Note 3) 600 647
Patents and trademarks, less amortization 99 112
SMITHKLINE CORPORATION
Notes to Financial Statements 
Income Taxes
The provision for income taxes (in thousands) consists of the following:
1973
Federal Foreign State Total
Current $ 15,106 $ 6,807 $ 2,178 $ 24,091
Deferred 2,032 (1,269) 201 964
1972
$ 17,138 $ 5,538 $ 2,379 $ 25,055
Current $ 14,140 $ 7,908 $ 3,153 $ 25,201
Deferred (745) 267 (72) (550)
$ 13,395 $ 8,175 $ 3,081 $ 24,651
The total provision for income taxes for 1973 and 1972 amounted to 32.2% and 33.5%, respec­
tively, of earnings before income taxes. The primary reason for the difference between the effective 
rates and the expected U.S. Federal income tax rate of 48% is that the income of a domestic subsidiary 
located in Puerto Rico is exempt from Puerto Rican and United States income taxes. The exemption 
reduced expected income taxes and increased net earnings by approximately $13,000,000 ($0.87 per 
share) in 1973 and $11,000,000 ($0.74 per share) in 1972.
Deferred income taxes result from timing differences relating principally to insurance, pensions 
and depreciation. In accordance with Company policy, no taxes were provided on cumulative unremit­
ted foreign earnings of $45,649,000 and $43,604,000 at December 31, 1973 and 1972, respectively.
Balance Sheet December 31,
1973 1972
Property, plant and equipment:
Land 6,410 5,764
Buildings 95,811 92,342
Machinery and equipment 82,306 75,050
184,527 173,156
Less accumulated depreciation 77,568 69,949
106,959 103,207
Deferred income taxes 2,454 3,418
Goodwill and other intangibles 27,764 29,804
WARNER COMPANY
Notes to Financial Statements 
Income Taxes
The provision for income taxes for the year ended December 31, 1973 is made up of the following 
components:
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Federal State Total
Current $1,569,000 $445,000 $2,014,000Deferred 703,000 93,000 796,000
$2,272,000 $538,000 $2,810,000
The provision for deferred taxes results from timing differences primarily in the recognition, for
tax and financial statement purposes, of depreciation, the job development investment tax credit and 
the contribution of the Waste Resources stock to the pension fund. In 1973, the tax effect of these
items was $476,000, $156,000 and $67,000 respectively.
Statement of Income Year Ended December 31
1973 1972
Provision for income taxes: 
Current 2,014 1,754
Deferred 796 577
2,810 2,331
Balance Sheet December 31
1973 1972
Total current liabilities 7,351 6,584
Mortgage loans of real estate development subsidiary, 
less current portion (Note 3)
Other long-term debt, less current portion (Note 3)
11,493 10,095
Revolving credit bank loans 3,000 3,800
Other 303 222
3,303 4,022
Deferred income taxes (Notes 1 & 2) 4,579 3,780
PR O FIT  OR LOSS ON DISPOSAL OF PR O PER TY
DEARBORN-STORM CORPORATION
Notes to Financial Statements 
Income Taxes
The 1973 and 1972 provisions for income taxes on continuing operations are comprised of the 
following:
Current—
1973 1972
Federal $1,186,000 $ 314,000
State 109,000 11,000
Foreign 429,000 54,000
Total current 1,724,000 379,000
Deferred, principally federal 103,000 1,697,000
$1,827,000 $2,076,000
The 1973 and 1972 effective tax rates applicable to continuing operations vary from the applicable 
statutory federal income tax rates primarily because of income attributable to foreign operations and 
derived by non-U.S. subsidiaries for which no federal income taxes have been provided, as manage­
ment considers these earnings to be permanently invested abroad. The final determination of foreign 
tax liabilities involves the interpretation of foreign statutes and the requirements of various taxing 
authorities. In the opinion of management, the provisions for taxes are adequate.
Undistributed earnings of foreign operations permanently invested abroad were $2,900,000 in 
1973 ($1,400,000 in 1972) and aggregated $4,300,000 at October 31, 1973.
The 1973 and 1972 provisions (credits) for income taxes applicable to the results of the discon­
tinued computer leasing operations are comprised of the following:
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Current—
1973 1972
Federal $ 469,000 $ 576,000
State 50,000 184,000
Canadian 341,000 273,000
Total current 
Deferred—
860,000 1,033,000
Federal (4,010,000) 646,000
Other, principally Canadian * (902,000) 148,000
Total deferred (4,912,000) 794,000
$(4,052,000) $1,827,000
The tax credit relating to the loss on disposition of the computer equipment is principally deferred 
federal income tax. The effective rate of the tax credit applicable to the loss on disposal of computer 
equipment varies from the applicable federal statutory rate because of limitations on the amount of 
taxes recoverable in Canada and lower than normal effective rates (because of investment tax credit 
realizations) which would have been applicable if the loss were deductible for federal income tax 
purposes in 1973. Assuming consummation of the sale of the computer equipment as previously 
described, a loss of approximately $8,750,000 will be recognized for federal income tax purposes in 
1974 for which tax benefit has been recorded in 1973.
Statement of Income Years ended October 31,
1973 1972
Income from continuing operations before income taxes 5,662 5,316
Provision for income taxes 1,827 2,076
Income from continuing operations 3,835 3,240
Discontinued operations:
Income (loss) from discontinued computer leasing operations 
(after additional depreciation in 1973 of $10,049,000), 
net of applicable income taxes (1973—$4,052,000 tax credit;
1972—$1,827,000) (3,989) 1,750
Loss on disposition of computer equipment including 
estimated phase-out costs ($540,000), less applicable
tax credit of $4,225,000 (9,016)
Balance Sheet October 31,
1973 1972
Total current liabilities 17,619 17,167
Long-term debt 32,318 54,648
Deferred income taxes 2,999 12,033
FLORIDA CAPITAL CORPORATION
Notes to Financial Statements 
Federal Income Taxes
Future Federal income tax benefits included in the accompanying balance sheet at December 31, 
1972 represented the recognition of future tax deductibility of extraordinary charges recorded for 
financial reporting purposes in years prior to 1972 related primarily to the provisions for possible loss 
on the planned disposal of idle facilities. These facilities were disposed of in March 1973 and, accord­
ingly, the Company has realized these benefits as a reduction of income tax payments due for 1973. 
The balance at December 31, 1973 represents the income tax benefits recognized in connection with 
estimated losses on disposal of used equipment which were recorded for financial reporting purposes 
in 1973 and which will be realized as a reduction of income tax payments in 1974 when the equipment is 
disposed of.
Balance Sheet As at December 31,
1973 1972
Future Federal income tax benefits (Note G) 8 82
Inventories (Notes D and F) 1,582 1,376
Properties for development and sale (Note A) 478 265Prepaid expenses 197 133
Total Current Assets 5,171 5,821
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Deferred Federal income taxes related to installment sales
(Notes A and G) 204 129
Current portion of long-term debt (Note F) 616 494
Total Current Liabilities 2,395 2,470
Noncurrent Liabilities:
Long-Term Debt, less current portion shown above (Note F) 2,130 2,128
Deferred Rental Income (Note L) 621 547
Deferred Federal Income Taxes (Notes A and G) 190 119
Minority Interest (Note H) 752 598
Total Noncurrent Liabilities 3,694 3,393
RAYMOND INTERNATIONAL INC.
Notes to Financial Statements 
Income Taxes:
The provision for taxes on income is summarized below:
1973 1972
Current tax charges $2,370,000 $1,220,000
Deferred charges 400,000 390,000
Charge equivalent to loss carry forward benefits realized 
as an extraordinary credit (Note 4) 290,000
$2,770,000 $1,900,000
Deferred income taxes of $2,467,000 and $2,388,000 at December 31, 1973 and 1972 relate mainly 
to the excess of depreciation reported for tax purposes over depreciation reported in the financial 
statements, and taxes payable in the future on receipt of unremitted earnings of consolidated foreign 
subsidiaries, partially offset by tax effect of losses associated with disposal of certain business opera­
tions.
Balance Sheet December 31
1973 1972
Disposal costs of certain operations — 324
Long-term debt 18,563 20,866
Deferred income taxes 2,467 2,388
Minority interests 600 495
RELIANCE UNIVERSAL INC.
Notes to Financial Statements 
Income Taxes
The credit for deferred tax expense for 1973 results primarily from the disposal of the Panelyte 
Plastics Division (See Note 3).
Acquisitions and Dispositions
The Company purchased for cash certain assets (subject to certain liabilities) of several companies 
for approximately $3,250,000 in 1973 and $800,000 in 1972. The effect of these acquisitions on net 
income for 1973 and pro forma for 1972 was not material in relation to the consolidated results of 
operations. Annual revenues of 1973 acquisitions are approximately $5,000,000, of which approxi­
mately $2,500,000 are included in 1973 consolidated revenues (since dates of acquisition).
During the fiscal year 1973, the Company sold to another company the business and assets of its 
Panelyte Plastics Division for approximately $3,160,000. The assets consisted principally of accounts 
receivable ($1,200,000) and inventories ($1,500,000). Sales of the discontinued business for 1973 and 
1972 have been reflected as a separate item in the Statement of Consolidated Income. The loss before 
income tax effect from such division in 1973 and 1972 of $300,000 and $142,000, respectively, is 
included in cost of products sold. The 1973 loss has been reduced by the gain on the sale of $142,000. 
The buyer has assumed the obligations of the long-term lease on the plant’s facilities. The Company 
remains contingently liable for such lease payments which average $311,000 per year through July 1, 
1986.
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Statement of Income Year Ended
December 2 November
Income taxes—Notes A and D:
1973 1972
Currently payable 3,753 3,359
Deferred (credit) (675) 47
3,078 3,407
Balance Sheet December 2 November
1973 1972
Total current liabilities 10,969 11,034
Long-term liabilities—Note C 8,880 2,781
Deferred income taxes—Note A 470 1,145
R E P A IR  COSTS
IOWA PUBLIC SERVICE COMPANY 
Notes to Financial Statements 
Tax Expense:
Tax expense for the years ended December 31, 1973 and 1972, (as reclassified to reflect additional
deferrals due to depreciation changes) includes the following:
1973 1972
Federal income tax:
(thousands)
Due currently $ 3,294 $ (263)
Provision for deferred taxes 3,489 3,940
Deferred taxes provided in prior years—credit (146) (105)
Investment tax credit, net 345 2,483*
State income tax:
$ 6,982 $ 6,055
Due currently $ 901 $ 598
Provision for deferred taxes 507 600
Deferred taxes provided in prior years—credit (3) (2)
$ 1,405 $ 1,196
Local and other taxes $ 8,150 $ 7,544
Amount credited (charged) to other income $ (62) $ 348
Taxes included in operating expenses $ 16,475 $ 15,143
Taxes per dollar of operating revenue
*Includes amounts realized by carryback to prior years.
$ .18 $ .18
Deferred taxes are provided in connection with the use of accelerated depreciation, shorter 
depreciation lives (ADR and CLS) and other tax deduction options as provided in the tax law. The 
other tax option deductions primarily include the repair allowance, cost of removal, taxes and pension 
costs capitalized in the accounts, and deferred coal mining exploration and development expenditures. 
“Deferred taxes provided in prior years” will be credited and the related tax reserves will be charged 
with the increase in income taxes payable in future years resulting from the current utilization of these 
tax deductions.
Balance Sheets December 31,
Reserves and deferred credits:
1973 1972
Deferred income taxes (Note 2)
Investment tax credit being amortized over life of
$21,361 $16,195
related property 5,155 4,828
Other 2,955 2,563
$29,471 $23,586
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MISSISSIPPI RIVER TRANSMISSION CORPORATION
Notes to Financial Statements 
Income Taxes:
Income tax expense for the two years ended December 31, is comprised of the following:
(Thousands of Dollars) 
1973 1972
Current federal income tax $ 5,582 $2,448
Investment tax credit (425) (375)
Deferred federal income tax 1,066 3,646
State income tax 310 373
$ 6,533 $ 6,092
Effective with the filing of the Company’s 1971 federal income tax return on June 15, 1972, the 
Company elected to adopt the Class Life System of depreciation, including the Repair Allowance 
provision, on certain of its qualified property. The Company also elected to adopt guide-line lives for 
depreciation with respect to most of its pre-1971 property. The resulting decrease in income taxes 
payable of $1,538,000 has been reflected in 1972 as a reduction of current income tax expense with an 
offsetting provision for deferred income tax expense. The Company followed these same procedures 
with respect to 1972 and 1973.
Balance Sheet December 31,
Deferred Credits
1973 1972
Deferred income taxes (Note 3) 7,197 6,131
Contributions in aid of construction 439 439
Total deferred credits 7,636 6,570
ST. JOSEPH LIGHT & POWER COMPANY
Notes to Financial Statements 
Statements of Income Taxes
Components of income tax expense 
Taxes payable currently—
Federal $ 821,000 $1,375,000
State 94,000 105,000
Provision for deferred taxes—
$ 915,000 $1,480,000
Depreciation differences (a) $ 431,000 $ 384,000
Current tax deduction for system development costs 105,000 —
Other 45,000 —
$ 581,000 $ 384,000
Investment tax credit (net of amortization) (b) $ 90,000 $ 78,000
Income tax expense charged to utility operations $ 1,586,000 $1,942,000
Income tax applicable to nonutility operations (c) (54,000) 6,000
Total income tax expense $ 1,532,000 $1,948,000
Notes:
(a) The cost of certain properties is depreciated more rapidly for tax purposes than for accounting 
purposes. These differences result from accelerated depreciation, shorter ADR (Asset Depreciation 
Range) lives, repair allowance and the current deduction of removal costs. The deferred taxes are 
currently expensed. They will be credited to income in future periods when the book depreciation 
exceeds tax depreciation.
Balance Sheet
Reserves and deferred credits: 
Deferred income taxes 
Investment credit 
Other
December 31 
1973 1972
$2,215 $1,419
206 130
566 578
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SO U TH  JE R S E Y  IN D U S T R IE S , INC.
Notes to Financial Statements 
D eferred  F ed era l Incom e Taxes:
The reduction  of F ed e ra l income tax es  resu lting  from  th e  A D R  rep a ir  allowance deductions and 
certa in  o th e r d ifferences be tw een  n e t income as shown in th e  s ta te m e n t of income and  tax ab le  income 
have been defe rred  (see N ote 1). In  1973, tax  refunds applicable to  1971 and 1972 ag gregatin g  
$788,633 resu lting  from th e  Gas Com pany election to utilize th e  rep a ir  allowance provisions of the 
AD R system  have been defe rred . The y ear 1972 has been re -s ta te d  accordingly, resu lting  in an 
increase in w orking capital of $788,633, w ith no effect on n e t income.
F ed era l Incom e Taxes
In  com puting F ed e ra l income tax es, u tility  p lan t construc ted  a f te r  1954 is dep reciated  on a 
liberalized basis by  use prim arily  of a sum -of-the-years-dig its m ethod using lives as p e rm itted  by th e  
In te rn a l R evenue Service u n d e r th e  Guidelines and A sse t D epreciation  R ange (ADR) C lass Life 
System s. The tax  reductions resu ltin g  from th e  application of these  liberalized procedures to  u tility  
p lan t a re  reflected  in F ed era l income tax  expense cu rren tly .
L iberalized m ethods of tax  depreciation  are  applied to ce rta in  nonutility  p ro p erty ; how ever, 
provisions have generally  been m ade equal to  th e  tax  reduction  applicable to  th e  increased deprecia­
tion deduction. Such provisions a re  shown as defe rred  F ed era l income tax es  in th e  accom panying 
sta tem en ts .
In  1973, th e  Gas C om pany elected, re tro ac tiv e ly  to  1971, to utilize th e  rep a ir  allowance provisions 
of th e  AD R system  which allows ce rta in  costs capitalized for book purposes as p ro p e rty  im provem ents 
to  be deducted  as cu rren t expenses. The resu ltin g  reduction  in c u rre n t F ed e ra l income tax es payable 
has been d e fe rred  and is being norm alized over th e  ADR life of th e  re la te d  p ro p e rty  additions.
Statement of Income Y ear E nded  D ecem ber 31,
1973 1972
F ed era l Incom e T axes (N ote 1) 1,010 290
D eferred  F ed era l income tax es— N e t (N ote 5) 432 465
In v es tm en t Tax C red it D eferred— N e t (N ote 1) 119 469
Balance Sheet D ecem ber 31,
1973 1972
D eferred  cred its  and m iscellaneous reserves:
D eferred  F ed e ra l income ta x e s  (N ote 5) 1,510 1,079
PR O FIT ON SALE AND LEASEBACK
F R A N K L IN  N E W  YORK C O R PO R A T IO N
Notes to Financial Statements 
Incom e Taxes
Incom e tax es applicable to  income before securities transac tions and ex trao rd in ary  gain consisted
of th e  following:
1973 1972
F oreig n  income tax es $ 1,363,000 $ 998,000
S ta te  and local income tax es  399,000 1,085,000
D eferred  F ed era l income tax  c red it (2,047,000) (3,133,000)
Applicable income tax  cred it $ (285,000) $(1,050,000)
D eferred  F ed era l income tax  cred its  arose from  opera ting  losses for tax  purposes, a fte r  elim inat­
ing tax  exem pt in te re s t income, used to offset o therw ise tax ab le  income from  p rofits on sale and 
leaseback transac tions rep o rted  in th e  respec tive  y ears  for tax  purposes b u t d e fe rred  for accounting 
purposes.
K A N E -M IL L E R  C O R P
Notes to Financial Statements 
Incom e Taxes
The Com pany and its  subsidiaries file consolidated F ed e ra l income tax  re tu rn s . S ta te  and local
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income taxes for the current year and as reclassified from operating expenses for 1972 are included in 
Provision for Income Taxes on the Statement of Income.
Deferred income taxes are provided for timing differences between financial statement income 
and taxable income. One of the Company’s farming subsidiaries is on the cash basis for tax purposes 
and deferred income taxes resulting from this method are included in current liabilities. Deferred 
income taxes classified as a long-term liability result principally from reporting for tax purposes, 
depreciation, deferred charges, sale-leaseback transactions, involuntary conversions, estimated ex­
penses, and anticipated losses on sub-lease of restaurant properties on methods other than those used 
for financial statement purposes.
Statement of Income Years Ended December 31,
1973 1972
Provision for Income Taxes (Note 8) 13,767 3,225
Current (1,244) 576
Deferred 12,523 3,801
Balance Sheet December 31,
1973 1972
Accrued taxes on income—current 11,452 2,006
—deferred 1,176 1,186
Accrued expenses and other current liabilities 6,850 5,169
Total current liabilities
• •  •
43,262 30,271
Deferred credits 962 849
Deferred income taxes 1,231 2,547
R ESEA R C H  OR DEV ELO PM EN T COSTS
BEHAVIORAL RESEARCH LABORATORIES, INC.
Notes to Financial Statements 
Taxes on Income
The Company files consolidated federal income and combined state franchise tax returns in which 
development costs are deducted in the year incurred and depreciation is computed using primarily the 
declining balance method. The cumulative tax effect resulting from expensing development and de­
preciation in different time periods for tax return purposes than for financial statement purposes has 
been reported as deferred taxes in the accompanying balance sheet for September 30, 1972. All of the 
taxes deferred at that date have been recorded as credits against the Company’s 1973 losses because 
the operating loss carryforward from 1973 operations exceeds the cumulative timing differences, and 
the taxes previously deferred would have been reversed by 1978 when the loss carryforward expires. 
At September 30, 1973 the loss carryforward for federal tax purposes aggregated $3,160,000 expiring 
$380,000, $805,000 and $1,975,000 in the years ending 1976, 1977 and 1978, respectively. If the loss 
carryforward is realized in whole or in part in future years, the amounts eliminated from the deferred 
tax credit accounts will be reinstated at the future applicable tax rate on a cumulative basis as, and to 
the extent that, the benefit of the loss carryforward is realized, and to the extent that the timing 
differences giving rise to the credit have not reversed. The Company’s federal tax returns have been 
examined through September 30, 1971.
Balance Sheet September 30,
1973 1972
Total current liabilities 7,991 7,902
Long-term debt (Notes 2 and 6) 3,577 1,936
Advances on future royalties (Note 3) 440 —
Deferred income taxes (Note 5) — 473
CYPRUS MINES CORPORATION
Notes to Financial Statements 
Income Taxes:
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(Dollars in thousands)
The provision for foreign and domestic income taxes is summarized as follows:
F ore ig n  income taxes:
1973 1972
C u rren tly  payable $ 3,589 $ 2,179
D eferred 6,577 781
F ed e ra l income taxes:
$ 10,166 $ 2,960
C u rre n tly  payable $ 16,676 $ 5,498
D eferred (829) 2,200
$ 15,847 $ 7,698
S ta te  income tax es $ 3,397 $ 1,492
Total $ 29,410 $12,150
B ecause of certa in  C anadian tax  regu la tions, i t  is expected  th a t a  consolidated subsid iary , C yprus 
Anvil, will pay no C anadian income tax es  on any of its  earn ings occurring p rio r to F eb ru a ry  1, 1973. 
Such ea rn ings a re  considered to  be indefin itely  invested , and no U n ited  S ta te s  income tax es  have been 
provided thereon . C yprus’ sh are  of th e  accum ulated earn ings of C yprus Anvil which a re  considered 
indefin itely  invested  and for which no U n ited  S ta te s  income tax  has been provided ag gregates  
$22,000,000 a t D ecem ber 31, 1973. In  all o th e r instances, C yprus has provided d e fe rred  income tax  on 
th e  u n rem itted  earn ings of consolidated subsid iaries.
The variance from  th e  custom ary relationsh ip  be tw een  p re -tax  income and provision for income 
tax  is a ttr ib u tab le  to  th e  following:
U se of p ercen tag e  depletion allowance for tax es  on m ining income.
U se of th e  flow -through m ethod of reco rd ing  in v estm en t c red its  allowed for tax es.
The d ifference for C anadian tax  discussed in th e  p receding parag raph .
C om puting defe rred  income tax  only on th a t  portion  of income of unconsolidated affiliates which is 
not considered  as indefin itely invested .
D eferred  income tax es  ag g reg ate  $38,543,000 a t  D ecem ber 31, 1973, and re la te  principally to 
tim ing differences associated w ith depreciation  (unit-of-production or s tra igh t-line  m ethods in finan­
cial s ta tem e n ts— use of accelerated  m ethods for tax  purposes), research  costs and mine developm ent 
costs (deferred  and am ortized in th e  financial s ta tem e n ts— deducted  cu rren tly  for tax  purposes) and 
u n d istrib u ted  ea rn ings of affiliates and consolidated subsid iaries (included cu rren tly  in th e  financial 
s ta tem e n ts  by use of equity  and consolidation m ethods— rep o rte d  for tax  purposes w hen earn ings 
d istribu tions a re  received).
Statement of Income Y ears ended D ecem ber 31
1973 1972
Provision for foreign and dom estic income tax es, 
including d e fe rred  tax es  of $5,748 (1973) and
$2,981 (1972) (N ote 6) 29,410 12,150
Balance Sheet D ecem ber 31,
1973 1972
T otal cu rren t liabilities $65,394 $44,239
L ong-T erm  Loans (N ote 7) $17,096 $22,393
D eferred  Incom e T axes (N ote 6) $38,543 $36,720
E L E C T R O N IC S  C O R PO R A TIO N  O F A M E R IC A  
Notes to Financial Statements 
D eferred  C redits:
In  accordance w ith  th e  In te rn a l R evenue Code, th e  C orporation  has used an accelera ted  m ethod 
in com puting depreciation  for income tax  purposes, and th e  s tra ig h t line m ethod in p rep a ra tio n  of th e  
financial s ta tem en ts . Sim ilarly, th e  C orporation  has deducted , for income tax  purposes, all research  
and developm ent ex pend itu res, including those capitalized in th e  accounts. A re se rv e  for defe rred  
income tax es  has been  provided in an am ount equ ivalen t to  th e  tax  benefit resu lting  from  such 
deductions. This re se rv e  is included in th e  d e fe rred  cred its  in th e  accom panying balance sh ee t in th e  
am ounts of $1,806,200 in 1973 and $1,537,400 in 1972.
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Statement of Income
Provision for federal and state income taxes 
Provision for deferred income taxes
Years Ended December 31,
1973 1972
711 589
268 230
Balance Sheet December 31,
1973 1972
Total current liabilities $ 3,478 $ 3,250
Long-term debt (Note 2) $11,206 $11,649
Deferred credits (Note 3) $ 1,871 $ 1,537
R. B. JONES CORPORATION
Notes to Financial Statements 
Tax Effect of Timing Differences:
Deferred compensation is recorded in the companies’ accounts on the accrual basis but is not 
deductible for income tax purposes until payments are made. Systems development costs were ex­
pensed for income tax purposes as incurred but are being amortized in the Company’s accounts over 
sixty-month periods. (Such amortization amounted to $59,244 in 1973 and $54,085 in 1972.) These 
timing differences produce a variance between the provision for income taxes and the amounts cur­
rently payable as set forth in the accompanying consolidated financial statements.
Statement of Income
Provision (credit) for income taxes: 
Current
Tax effect of timing differences (Note 7)
Balance Sheet 
Other assets:
Cost in excess of net assets of businesses acquired (Note 5) 
Deferred income tax charge (Note 7)
For the
Years Ended October 31, 
1973 1972
$ 1,184 $ 969
(33) (34)
$ 1,151 $ 934
October 31,
1973 1972
$870 $880
230 196
LIBERTY LOAN CORPORATION
Notes to Financial Statements 
Federal Income Taxes
Federal and state taxes on income are comprised of the following:
1973 1972
Currently payable (refundable):
Federal $(2,239,068) 3,486,406
State 341,026 576,819
Deferred federal: 
Deferred tax benefits (218,850) (364,547)
Deferred taxes provided 179,891 10,995
$(1,937,001) 3,709,673
Deferred income tax benefits represent taxes prepaid since the taxable income of life insurance 
subsidiaries as computed under statutory insurance accounting principles exceeds income for financial 
reporting as computed under generally accepted accounting principles. Deferred income taxes pro­
vided are due primarily to the net amount of loan office development expense being deferred for 
financial reporting purposes and deducted for income tax purposes. Deferred taxes provided, ag­
gregating $361,353 and $181,462 at December 31, 1973 and 1972, respectively, have been netted 
against deferred income tax benefits in the accompanying consolidated balance sheets.
Balance Sheet
Deferred income tax benefits, net—Note 9 
Other current assets 
Total current assets
December 31 
1973 1972
1,890 1,851
3,564 3,861
552,180 521,940
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MOLYBDENUM CORPORATION OF AMERICA
Notes to Financial Statements 
Income Taxes
The Company’s provision for federal income taxes differs from statutory rates due to deduction of 
percentage depletion and the taxation of that portion of equity in earnings of the affiliate considered 
recoverable as capital gains. Of the 1973 income tax provision, the portion deferred represents the net 
effect of current and prior years’ timing differences arising from deductions of development and 
exploration costs and guideline accelerated depreciation in excess of book depreciation. These timing 
differences have resulted in aggregate tax return deductions to December 31, 1973 of $42,866,516 in 
excess of expenses reflected in the corporate statements. Of this amount $29,916,531 has been used to 
offset taxable income (for which tax benefit of $9,211,586 has been deferred as of December 31, 1973) 
and $12,949,985 has not yet been used to offset otherwise taxable income and constitutes the 
Company’s net tax basis loss carry-forward which is comprised of amounts which expire as follows: 
December 31, 1974 $ 3,306,434
December 31, 1975 7,797,425
December 31, 1977* 1,846,126
$12,949,985
*This amount reflects the decision to deduct $6,226,052 of 1972 development drilling and stripping 
costs for tax return purposes subsequent to the filing of the 1972 annual report.
Statement of Income Years ended December 31,
1973 1972
Provision for Federal and State Income Taxes (Note 6) $ 354 $ 145
Current 4,380 1,540
Deferred $4,734 $1,685
Balance Sheet December 31,
1973 1972
Total current liabilities $12,753 $ 8,607
Long-term debt, less current maturities (Note 5) $19,996 $28,401
Deferred income taxes (Note 6) $ 9,211 $ 6,264
IN T E R E ST  ON FU N D S USED  IN  CONSTRUCTION
THE WINTER PARK TELEPHONE COMPANY
Notes to Financial Statements 
Interest During Construction
Prior to 1973 the Company had followed the practice of capitalizing for book purposes interest 
charges for the cost of funds used during construction of telephone plant, but deducting for tax 
purposes such costs and “flowing-through” the resulting tax benefits to the period involved. During 
1973 the Florida Public Service Commission ordered the Company to limit the amount of the “flow- 
through” tax benefit to the lesser of the amount “flowed-through” during 1972 or the actual amount of 
such interest charges for the year 1973. The amount of tax deferred on the excess interest component 
for the year 1973 is $190,677. As a result of this change, the Company’s earnings for 1973 were $.04 
per share less than they would have been had such change not been made.
Income taxes:
Deferred income taxes result primarily from the deferral of investment tax credits, from the use 
of accelerated depreciation for income tax purposes, from the deferral of taxes in 1973 on the cost of 
funds used during construction and the deferral of taxes on the intercompany profits for construction services.
The Company and its telephone subsidiaries, at the direction of the Florida Public Service Com­
mission, have adopted normalized accelerated depreciation. Under this method, the Company and its 
telephone subsidiaries continue to compute, for book and tax purposes, straight-line depreciation on 
assets constructed prior to January 1, 1970. Accelerated depreciation is calculated for tax purposes on 
qualified additions made subsequent to January 1, 1970; the resultant tax saving is “normalized” by a 
charge to the provision for deferred income tax and a credit to deferred federal income taxes. All 
deferred taxes are being amortized over the lives of the respective plant accounts from which such arose.
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Statement of Income Year Ended December 31,
1973 1972
Federal income taxes 467 748
State income taxes 20 132
Deferred federal income taxes—Note A 1,417 1,136
Deferred state income taxes—Note A 158 82
Balance Sheet December 31, December 31,
1973 1972
Total current liabilities 4,451 6,176
Deferred credits 
Deferred income taxes—Note A 4,559 2,255
MAPCO INC.
Notes to Financial Statements 
Federal Income Taxes:
In Thousands
Taxes Payable Total
Currently Provision for 
Income Taxes
Income before provision for income taxes $ 26,201 $ 26,201
Less—State income taxes (737) (737)
Less—Permanent Differences
25,464 25,464
Intangible drilling costs (8,930) (8,930)
Statutory depletion in excess of cost depletion (1,242) (1,242)
Less—Timing differences
15,292 15,292
Tax depreciation in excess of book depreciation 
Coal sales applied to production payment which is
(6,114)
not recorded for tax purposes 
Coal property development costs expensed for tax
(1,348)
purposes and capitalized for book purposes 
Interest capitalized during construction
(1,105)
expensed for tax purposes (744) 15,292Adjusted income before federal income taxes 5,981
Statutory federal income taxes @ 48% 2,871 7,340
Less—Investment tax credits (1,358) (2,485)
Plus—Reserve for possible adverse decision on
1,513 4,855
tax assessments 1,213 1,213
Less—Other adjustments (578) (202)
Provision for federal income taxes 2,148 5,866
Add—State income taxes 737 737
Provision for income taxes $ 2,885 $ 6,603
Statement of Income Year Ended December 31
Provision for Income Taxes (Note 4):
1973 1972
Current 2,884 5,362
Deferred 3,717 2,2636,602 7,625
Balance Sheet December 31
Long-Term Debt, excluding amounts payable within one year
1973 1972
(Note 3) 
Deferred Items:
132,757 101,239
Deferred income taxes (Note 4) 17,142 13,476
Other 1,079 1,728
18,222 15,205
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CHRYSLER REALTY CORPORATION 
SUBSIDIARY OF CHRYSLER CORPORATION
Notes to Financial Statements
Deferred taxes on income relate primarily to interest and certain carrying charges during con­
struction periods allowed for tax purposes but capitalized for financial reporting purposes and to the 
excess of depreciation allowed for tax purposes over the amount provided for financial reporting 
purposes. Chrysler Realty is in the consolidated federal income tax return of Chrysler Corporation.
Balance Sheet December 31
1973 1972
Deferred taxes on income 26,704 22,616
Total liabilities 332,373 300,130
CONSUMERS POWER COMPANY
Notes to Financial Statements 
Income Tax Expense
Income tax expense is made up of the following components:
Year Ended December 31
1973 1972
Charged to utility operations—
Federal income taxes $ 2,717,766 $11,370,815
State income taxes 2,785,570 3,216,119
Deferred Federal income taxes, net 21,132,840 15,929,315
Deferred State income taxes, net 3,939,152 3,043,096
Charge equivalent to investment tax credit, net 14,057,406 5,959,632
Total (See Statement of Income) $44,632,734 $39,518,977
Charged to nonutility operations— 1,091,351 253,044
Total income tax expense $45,724,085 $39,772,021
Certain costs, principally interest, capitalized in accordance with the provisions of the Uniform 
System of Accounts, are expensed for income tax purposes and the tax reduction resulting therefrom 
is reflected in the income statement currently as ordered by the Michigan Public Service Commission.
Balance Sheet 
Reserves:
Deferred income taxes 
Other (Note 6)
December 31 
1973 1972
$173,615 $148,543
13,395 13,273
$187,011 $161,817
INTERCOM PANY PR O FITS
BABCOCK INDUSTRIES, INC.
Notes to Financial Statements 
Income Taxes
The provisions for income taxes for the years ended September 30 are shown in the following
comparative summary:
1973 1972
Federal:
Current $ 118,500 $ 221,500
Deferred 58,890 3,575
Investment credit (11,500) (21,500)
165,890 203,575
Foreign 15,600 36,404
State 100,365 80,009
Provision for foreign and state taxes in lieu of 
tax benefits from utilization of net operating 
loss carryovers 131,454
$ 413,309 $ 319,988
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The effective income tax rates differ from statutory rates principally as a result of the non-taxable 
earnings of the DISC subsidiary and the flow-through of investment credit.
Deferred Federal income taxes result from the timing differences of expense transactions, 
primarily depreciation, restricted stock bonuses, and intercompany profits in inventories, which enter 
into the determination of pretax accounting income either earlier or later than they become determin­
ants of taxable income.
Balance Sheet September 30,
1973 1972
Deferred Federal income taxes (note 5) 21 —
Other current assets 142 65
Total current assets
• • •
5,390 4,785
Total current liabilities 2,163 1,797
Deferred Federal income taxes (note 5) 134 54
BINKS MANUFACTURING COMPANY
Notes to Financial Statements 
Income Taxes
Certain items of income and expense are reported in different periods for financial statement and 
income tax purposes. These items relate to intercompany profit in inventory, provision for possible 
losses on receivables, provision for retirement benefits, and amortization of emergency facilities, 
patents and interest on construction loans. Resulting net deferred tax charges are included in other 
current assets ($119,000 in 1973, $182,570 in 1972) and in non-current deferred income taxes in the 
balance sheets.
After reduction for investment tax credits of $80,000 in 1973 (related primarily to qualified 
additions to transportation equipment) and $9,900 in 1972, income tax expense is comprised as follows:
United States Federal:
1973 1972
Current $ 3,648,200 $2,324,956
Deferred (67,500) 100,044
Canadian 257,714 240,370
State and local 327,045 224,935
$ 4,165,459 $2,890,305
Balance Sheet November 30,
Investments and other assets:
1973 1972
Investments in and advances to unconsolidated subsidiaries (note 4) 
Cash surrender value of life insurance (net of policy loans:
2,885 2,452
1973, $89,706; 1972, $136,409) 16 16
Deferred income taxes (note 9) 179 —
Total investments and other assets 3,080 2,469
TEXAS INSTRUMENTS INCORPORATED
Notes to Financial Statements 
Income Taxes
Thousands of Dollars 
1973 1972
Taxes payable for the current year $59,646 $ 41,092
Net deferred (prepaid) taxes 2,663 (4,551)
Provision for income taxes $62,309 $ 36,541
Deferred taxes result from providing for U.S. income taxes on undistributed earnings of non-U. S. 
subsidiaries, which increased substantially in 1973. These items are netted against prepaid taxes 
which result from the elimination of unrealized intercompany profits and from charges against current 
income which are deductible for tax purposes in the future. On the balance sheet, these net accumu­
lated timing differences are included in prepaid expenses or deferred charges as appropriate.
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WYNN’S INTERNATIONAL INC.
Notes to Financial Statements 
Taxes Based on Income
Wynn’s and its domestic subsidiaries file consolidated federal income tax returns. Provision for 
taxes based on income consists of the following:
Current:
1973 1972
Federal $ 1,028,000 $ 1,502,000
State 310,000 267,000
Foreign 1,893,000 1,052,000
Deferred:
3,231,000 2,821,000
Federal 846,000 (31,000)
State 33,000 1,000
Foreign (172,000) (10,000)
707,000 (40,000)
$ 3,938,000 $ 2,781,000
The deferred provision for taxes based on income in 1973 reflects the realization of $860,000 of tax 
benefits from the writedown of student residences to net realizable value in 1972 and 1971.
Prepaid and deferred taxes based on income included in the consolidated balance sheet result 
from timing differences in the recognition of revenue and expense for tax reporting and financial 
statement purposes. Prepaid taxes based on income consist principally of amounts related to accrued 
expenses not recognized for tax purposes and intercompany profits in inventory not eliminated for tax 
purposes, reduced by amounts related to the deferral of recognition of earnings of the DISC sub­
sidiary for tax purposes. Deferred taxes based on income relate principally to the discount on acquisi­
tion of a note payable as described in Note 5.
Balance Sheet December 31,
1973 1972
Total current liabilities 8,697 6,340
Long-term debt due after one year (Note 7) 625 959
Deferred taxes based on income (Note 3) 506 606
XEROX CORPORATION
Notes to Financial Statements 
Income Taxes
Income taxes in 1973 consist of Federal taxes of $117,244,000 ($101,768,000 in 1972), foreign taxes 
of $167,469,000 ($140,118,000 in 1972) and state taxes of $24,187,000 ($21,814,000 in 1972). Investment 
tax credits received and deferred in 1973 amounted to $13,532,000 ($13,964,000 in 1972). Amortization 
of investment tax credits reduced Federal taxes by $7,502,000 in 1973 ($6,220,000 in 1972).
The effective tax rate was 45.7% in 1973 (46.6% in 1972) as compared to the U.S. Federal income 
tax rate of 48%. The difference is principally attributable to the effect of lower tax rates on undistri­
buted earnings of subsidiaries in foreign countries of 2.7 percentage points (1.2 percentage points in 
1972).
As a result of timing differences between financial statement and tax reporting, principally 
relating to intercompany profits and depreciation, taxes currently payable exceeded the amount 
charged to income by $10,518,000 in 1973 ($20,324,000 in 1972). In 1973, these timing differences 
increased Federal and state taxes currently payable by $29,004,000 and $5,623,000, respectively 
($24,808,000 and $5,321,000, respectively in 1972), and decreased foreign taxes currently payable by 
$24,109,000 ($9,805,000 in 1972). Foreign taxes for 1973 and 1972 include United Kingdom corporation 
taxes of $8,752,000 (payable in 1975) and $12,382,000 (payable in 1974), respectively.
Balance Sheets December 31
Other Assets
1973 1972
Deferred pre-production expenditures 21,470 13,539
Goodwill, patents and licenses, at cost less amortization 16,825 22,233
Deferred income taxes 15,867 16,038
Other 38,774 29,596
Total other assets 92,936 81,406
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APPLICATIONS OF OPINION NO. 23
A timing difference arises when the initial difference between taxable income and pretax 
accounting income originates in one period and predictably reverses or turns around in one or 
more subsequent periods. The reversal of a timing difference at some future date is definite and 
the period of reversal is generally predictable within reasonable limits.
Opinion No. 23 discusses interperiod tax allocation in connection with four types of initial 
differences between pretax accounting income and taxable income the reversal of which cannot in 
some circumstances be predicted because the events that create the tax consequences are con­
trolled by the reporting company and frequently require that the company take specific action 
before the initial difference reverses.
UNDISTRIBUTED EARNINGS OF SUBSIDIARIES
A parent company may consolidate its financial statements with those of a subsidiary or 
account for its investment in the subsidiary under the equity method for financial accounting 
purposes but file separate income tax returns for itself and the subsidiary. In those circumstances 
the company reports earnings from the subsidiary for financial accounting purposes when the 
earnings arise but it reports earnings from the subsidiary for income tax purposes when the 
earnings are distributed in the form of dividends. Opinion No. 23 states that including undistri­
buted earnings of the subsidiary in pretax accounting income may result in a timing difference, in 
a difference that may not reverse until indefinite future periods, or in a combination of both types 
of differences, depending on the action and intent of the parent company.
Undistributed earnings, under the Opinion, should be accounted for as a timing difference 
and require the application of interperiod tax allocation except to the extent that they meet other 
criteria. Under these other criteria, undistributed earnings are not accounted for as a timing 
difference and do not require interperiod tax allocation if there is sufficient evidence that the 
subsidiary has invested or will invest the undistributed earnings indefinitely or that the earnings 
will be remitted in a tax-free liquidation. The parent company is required to have evidence of 
specific plans for reinvestment. Experience of the parent and subsidiary companies and definite 
future programs of operations and remittances are examples of the types of evidence required to 
substantiate representations of indefinite postponement of dividends. Changes in plans require 
changes in the application of interperiod tax allocation.
The disclosure requirements of Opinion No. 11 are to be followed under Opinion No. 23 with 
respect to undistributed earnings of subsidiaries to which interperiod tax allocation has been
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applied. Companies reporting undistributed earnings of subsidiaries to which interperiod tax 
allocation has not been applied are required under Opinion No. 23 to declare in a note to their 
financial statements their intention to reinvest the undistributed earnings or to declare that the 
undistributed earnings will be remitted in the form of a tax-free liquidation, and are required to 
disclose the cumulative amount of undistributed earnings to which interperiod tax allocation has 
not been applied.
Illustrations
The twenty-one companies presented treated undistributed earnings of subsidiaries in appar­
ent conformity with Opinion No. 23. Two companies apparently applied interperiod tax allocation 
to all of the undistributed earnings of their subsidiaries. Nineteen companies apparently applied 
interperiod tax allocation to either none or part of the undistributed earnings of their subsidiaries.
AMERICAN AIR FILTER COMPANY, INC.
Notes to Financial Statements 
Income Taxes
The Company has consistently for many years elected the “minimum distribution” option availa­
ble under the U.S. Internal Revenue Code and has paid dividends and U.S. taxes on its foreign income 
accordingly. Undistributed earnings of subsidiaries and associated companies, which totaled 
$9,305,049 at October 31 , 1973, have been reinvested for the future growth of the business. Dividends 
from this segment of foreign earnings, together with any residual U.S. taxes in excess of credit for the 
substantial foreign taxes already paid, are considered to be indefinitely postponed.
AMERICAN CYANAMID COMPANY
Notes to Financial Statements
The company provides for taxes on the undistributed earnings of subsidiaries and associates 
where the remittance of such earnings is not considered to be indefinitely postponed. At December 31,
1973, the company has no present intention of remitting undistributed earnings of subsidiaries and 
associated companies aggregating $166,500 ($134,200 in 1972).
AMF INCORPORATED
Notes to Financial Statements
Overseas Investments and Results of Operations
The Company has not provided incremental income taxes (those in excess of available foreign tax 
credits) on certain undistributed earnings of overseas subsidiaries because such earnings have been, 
or are intended to be, permanently reinvested. The cumulative amount of such earnings aggregated 
approximately $34,000,000 at December 31, 1973.
ASHLAND OIL, INC.
Notes to Financial Statements 
Accounting Policies 
Income Taxes
In accordance with Accounting Principles Board Opinion No. 23, no provision has been made for 
U.S. income taxes on undistributed earnings of $25,900,000 (including $19,500,000 for Ashland Oil 
Canada Limited) of foreign subsidiaries as the Company has reinvested or intends to reinvest such 
undistributed earnings.
BLACK AND DECKER MANUFACTURING COMPANY 
Notes to Financial Statements 
Income Taxes
It is the policy of the Company to require subsidiaries as a group to remit dividends to the 
Company in amounts which, net of foreign withholding taxes, equal approximately the same percent­
age of their aggregate earnings as current cash dividends to the Company’s stockholders bear to 
consolidated earnings, subject to certain of the foreign countries’ exchange controls and restrictions 
which affect withdrawals of undistributed earnings. Income taxes which it is estimated will be in­
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curred on planned remittances of retained earnings of subsidiaries have been provided. Consolidated 
earnings retained and used in the business as of September 30, 1973 includes $56,801,000 of sub­
sidiaries’ undistributed earnings which are not planned to be remitted.
BLUE BELL, INC.
Notes to Financial Statements 
Income Taxes
The cumulative amount of undistributed earnings of subsidiaries at September 30, 1973 on which 
the Company has not provided for United States income taxes which may become due if such earnings 
were distributed to the Company, exclusive of those amounts which if remitted in the near future 
would result in little or no such tax by operation of relevant statutes currently in effect, is approxi­
mately $8,700,000. Under existing income tax laws utilizing available foreign tax credits or deduc­
tions, if all undistributed earnings of subsidiaries were distributed to the Company, additional income 
taxes of approximately $3,100,000 would be payable on earnings accumulated to September 30, 1973. 
Such taxes have not been provided since the Company intends to continue investing the related 
accumulated earnings outside the United States.
BOWMAR INSTRUMENT CORPORATION
Notes to Financial Statements 
Income Taxes
Deferred income taxes are provided for timing differences between financial statement income 
and taxable income. The principal timing differences arise from depreciation charges, product de­
velopment costs, and taxes on undistributed earnings of certain subsidiaries.
Undistributed earnings of certain subsidiaries which have been, or are intended to be, perma­
nently reinvested in expanded foreign business operations approximate $4,500,000.
CONTINENTAL ILLINOIS CORPORATION
Notes to Financial Statements 
Income Taxes
The Corporation reinvests undistributed earnings of foreign subsidiaries to partially finance 
foreign expansion and operating requirements. Earnings of foreign subsidiaries are reported after 
considering the payment of taxes in the countries in which the subsidiaries are located. Any additional 
United States income taxes on such earnings, should they be distributed, would be nominal and, 
therefore, have not been provided. The amount of undistributed earnings is approximately $3,957,000 
at December 31, 1973.
GULF + WESTERN INDUSTRIES, INC
Notes to Financial Statements 
Income Taxes
The Company’s share of the undistributed earnings of subsidiaries not included in its consolidated 
Federal income tax return, which could be subject to additional income taxes if remitted, was approx­
imately $130,000,000 at July 31, 1973. No provision has been made for taxes which could result from 
the remittance of such undistributed earnings since the Company intends to reinvest these earnings 
indefinitely.
INTERNATIONAL HARVESTER COMPANY
Notes to Financial Statements 
Taxes on Income
The parent Company’s share in undistributed earnings of foreign companies and its DISC sub­
sidiary was $242 million at October 31, 1973. An income tax provision of $2.1 million has been made on 
$13.5 million of these earnings which are expected to be remitted during 1974. The remaining undis­
tributed earnings are considered to be reinvested.
KAPOK TREE INNS CORPORATION
Notes to Financial Statements 
Income Taxes
The Company and its subsidiaries file separate income tax returns. No provision for income taxes 
has been made on the undistributed earnings of the subsidiaries. Management considers the undis-
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tributed earnings to be permanently invested in the subsidiaries which indefinitely postpones the 
remittance of these earnings to the parent. Management believes that, under current provisions of the 
federal income tax laws, should distributions be made in the future, no federal income taxes would be 
incurred. The undistributed earnings of the subsidiaries totaled $4,906,592 and $3,934,891 at the fiscal 
years ended 1973 and 1972, respectively.
KULICKE AND SOFFA INDUSTRIES, INC.
Notes to Financial Statements 
Income Taxes
The provision for deferred taxes on income for 1973 includes $254,000 ($13,000 in 1972) represent­
ing U.S. taxes on unremitted earnings of subsidiaries, $30,000 ($79,000 in 1972) resulting from the 
recognition of certain income and expense items on a cash basis for tax purposes and $79,000 ($19,000 
in 1972) resulting from excess depreciation allowable for tax purposes. At September 30, 1973 there 
were cumulative undistributed earnings of subsidiaries of $97,000 on which it has not been considered 
necessary to provide deferred taxes as this amount has been or is expected to be reinvested for an 
indefinite period of time. Net deferred tax credits of $101,000 and $71,000 are included in estimated 
taxes on income at September 30, 1973 and 1972, respectively.
LOWE’S COMPANIES, INC
Notes to Financial Statements 
Income Taxes
The undistributed earnings of the subsidiary companies amounted to approximately $40,300,000 
at July 31, 1973. Income tax provisions include an allowance for the tax on distributions of approxi­
mately $4,000,000 to the parent company, which is management’s estimate of the maximum distribu­
tion in the foreseeable future. Should distribution exceed the estimate, applicable income taxes will be 
provided currently.
MISSOURI BEEF PACKERS, INC.
Notes to Financial Statements 
Income Taxes
For income tax purposes the Company claims accelerated depreciation and deducts certain taxes, 
payroll-related expenses and interest which were capitalized in the financial statements. In 1973 the 
Company organized a Domestic International Sales Corporatin (DISC) subsidiary. Under the provi­
sions of the Internal Revenue Code, fifty per cent of the income of the DISC will become taxable 
income to the Company in the fiscal year ended October 26, 1974. Deferred income taxes have been 
provided in recognition of these timing differences.
The Company has not provided income taxes on $513,013 undistributed earnings of the DISC 
subsidiary which the Company intends to defer indefinitely.
NALCO CHEMICAL COMPANY
Notes to Financial Statements 
Income Taxes
Provisions for income taxes include the following:
Amounts in Thousands
Current:
1973 1972
Federal $16,092 $15,403
Foreign 3,060 1,413
State 1,127 1,038
Investment tax credits (247) (254)
Deferred—related to:
20,032 17,600
Undistributed earnings of subsidiaries and affiliates 272 65
Differences between reported and taxable earnings 606 115
878 180
Total 20,910 17,780
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The consolidated effective income tax rate is less than the federal rate principally because of 
lower tax rates on income of foreign subsidiaries and affiliated companies.
The deferred federal income taxes reflected in the Statement of Financial Condition include 
amounts for estimated additional United States income taxes which may be payable when retained 
earnings (in excess of earnings reinvested in property, plant, and equipment) of subsidiaries and 
affiliated companies are distributed as dividends.
Undistributed earnings of subsidiary and affiliated companies on which no tax had been provided 
were $6.4 million at the end of 1973 and $5.2 million at the end of 1972. The Company has not provided 
deferred income taxes on these undistributed earnings which have been permanently reinvested to 
meet operating and capital needs of the companies. The amount of United States income taxes that 
would be provided if these undistributed earnings were remitted as dividends would be $1.3 million at 
the end of 1973 and $1.2 million at the end of 1972, after giving effect to estimated foreign tax credits.
PAT FASHIONS INDUSTRIES, INC.
Notes to Financial Statements 
Foreign Subsidiary:
Financial data with respect to the accounts of the Company’s foreign subsidiary is summarized as 
follows:
November 30,
Current Assets
1973
$2,015,362
1972
$2,010,055
Less: Amounts due from Affiliates (eliminated in 
consolidation) 1,780,450 1,710,242
Net Current Assets $ 234,912 $ 299,813
Equipment and Other Assets $ 67,864 $ 47,030
Current Liabilities $ 145,387 $ 221,942
Retained Earnings $1,934,287 $1,826,371
Net Income for the Year $ 107,916 $ 598,866
A provision for U.S. income taxes has been made for the net income of the Company’s foreign 
subsidiary for the year ended November 30 , 1973, as if such earnings had been paid as a dividend to its 
parent company. No such provision has been made for the undistributed earnings of such subsidiary 
for the year ended November 30, 1972 and prior years since, as part of the consideration for certain 
financing extended by a foreign bank, such subsidiary may not declare or pay any dividends or make 
any other distribution of its retained earnings as of November 30, 1972. The Company has no inten­
tion, either presently or in the foreseeable future of causing such subsidiary to declare or pay any 
dividends or make any other distribution of earnings accumulated to November 30, 1972.
PEABODY GALION CORPORATION
Notes to Financial Statements 
Investments and foreign net assets
No provision has been made for United States income taxes on unremitted earnings of foreign 
subsidiaries as the Company intends to reinvest such earnings in its subsidiaries. The cumulative 
amount of undistributed earnings on which no taxes have been recognized is approximately $2,370,000 
at September 30, 1973. Had the subsidiaries remitted such earnings in the form of dividends at 
September 30, 1973, approximately $654,000 additional taxes would be required.
RECOGNITION EQUIPMENT INCORPORATED
Notes to Financial Statements 
Income Taxes
No federal income tax provision or charge equivalent thereto was necessary for 1973 because of 
the current year operating losses for income tax purposes incurred by the company in the United 
States due to permanent differences in accounting for financial statement purposes and federal income 
tax purposes. Of the cumulative undistributed earnings of foreign subsidiaries, $550,000 was consid­
ered in the federal income tax calculation as available for distribution as a dividend to the parent. The 
remaining $730,000 of undistributed foreign earnings will be required for an indefinite period as 
working capital and to meet legal requirements.
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A. E. STALEY MANUFACTURING COMPANY
Notes to Financial Statements 
Other Matters
At September 30, 1973, consolidated retained earnings include undistributed earnings of sub­
sidiaries and affiliates totaling $2,333,000, which have been indefinitely reinvested and for which no 
provision has been made for U.S. income taxes.
TEXAS INSTRUMENTS INCORPORATED
Notes to Financial Statements 
Income Taxes
Thousands of Dollars 
1973 1972
Taxes payable for the current year $59,646 $41,092
Net deferred (prepaid) taxes 2,663 (4,551)
Provision for income taxes $62,309 $36,541
Deferred taxes result from providing for U.S. income taxes on undistributed earnings of non-U.S. 
subsidiaries, which increased substantially in 1973. These items are netted against prepaid taxes 
which result from the elimination of unrealized intercompany profits and from charges against current 
income which are deductible for tax purposes in the future. On the balance sheet, these net accumu­
lated timing differences are included in prepaid expenses or deferred charges as appropriate.
ZENITH RADIO CORPORATION
Notes to Financial Statements 
Income taxes
The provision for income taxes consists of the following:
1973 1972
(In thousands of dollars)
Currently payable: 
Federal $52,786 $49,298
Foreign 521 1,276
State 4,604 4,090
Investment tax credit benefit amortized (798) (636)
Prepaid taxes arising from—Product warranty, 
co-op advertising and merchandising programs (5,292) (7,725)
Other (548) 262
Deferred taxes relating to undistributed earnings of DISC 
and foreign subsidiaries and accelerated depreciation 2,354 1,047
Other (677) (1,012)$52,950 $46,600
The cumulative amount of undistributed earnings of foreign subsidiaries for which income taxes 
have not been provided is insignificant.
INVESTMENT IN CORPORATE JOINT VENTURES
Investments in common stock of corporate joint ventures are accounted for under the equity 
method under APB Opinion No. 18, The Equity Method of Accounting for Investments in Com­
mon Stock. Opinion No. 23 requires investors in corporate joint ventures of limited life to treat 
the undistributed earnings of those ventures as a timing difference and to apply interperiod tax 
allocation to them in conformity with Opinion No. 11. Investments in corporate joint ventures that 
are essentially permanent in duration are to be treated under Opinion No. 23 as if they were 
investments in subsidiary companies for the purpose of applying interperiod tax allocation.
Illustrations
Eleven examples are presented of the treatment of undistributed earnings of corporate joint 
ventures in apparent conformity with Opinion No. 23.
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ALBERTO-CULVER COMPANY
Notes to Financial Statements 
Provision for Income Taxes
The company’s equity in undistributed earnings of foreign subsidiaries and joint ventures in­
cluded in consolidated retained earnings at September 30, 1973 and 1972 amounted to $6,491,000 and 
$5,558,000, respectively, and does not reflect provisions for taxes which may become payable in the 
event such earnings are distributed. As to those companies where it is contemplated that earnings will 
be remitted, the credit for foreign taxes paid generally offsets applicable U.S. income taxes. The 
company intends to indefinitely postpone the remittance of the remaining earnings of those companies 
and the other entities, a substantial portion of which has been invested in working capital.
AMERON INC.
Notes to Financial Statements 
Investment in Gifford-Hill-American, Inc.
The Company’s investment in Gifford-Hill-American, Inc., a 50 percent owned domestic com­
pany, is recorded under the equity method of accounting based on audited financial statements as of 
the preceding December 31, and subsequent unaudited interim financial reports. Since it is intended 
that a substantial portion of the undistributed earnings of this company represent a permanent 
investment, dividend income taxes have been provided by the Company only on earnings expected to 
be received as dividends. Dividend income taxes have not been provided on approximately $3,800,000 
of undistributed earnings at November 30, 1973.
CARESSA, INC.
Notes to Financial Statements 
Income Taxes
The cumulative amount of the Company’s share of undistributed earnings of the unconsolidated 
foreign subsidiary and 50% owned investee companies on which no U.S. income taxes have been 
provided (see Note 1) approximates $2,250,000 at September 30, 1973. Under existing U.S. income 
tax laws, the Company has certain foreign tax credits available to reduce the U.S. income taxes which 
would become payable upon distribution of such earnings.
Cumulative undistributed earnings (all from prior years) of consolidated foreign subsidiaries on 
which no U.S. income taxes have been provided approximates $700,000 at September 30, 1973 (no 
foreign tax credits available).
Summary of Significant Accounting Policies 
Income Taxes:
No provision is made for taxes which would become payable if undistributed earnings of the 
consolidated and unconsolidated foreign subsidiaries and 50% owned investee companies were paid as 
dividends to the Company inasmuch as such earnings are currently considered as a permanent in­
vestment.
CONTINENTAL OIL COMPANY
Notes to Financial Statements 
Income and Other Taxes
Continental’s equity in undistributed earnings of subsidiaries and corporate joint ventures, exclu­
sive of amounts which if remitted in the near future would result in little or no tax because of available 
tax credits, for which deferred income taxes have not been provided approximated $187,000,000 at 
December 31, 1973.
CROWN ZELLERBACH
Notes to Financial Statements 
Taxes
Due to reinvestment policies and available tax credits, no additional tax liability is necessary on 
$129,000,000 of undistributed earnings of subsidiaries and 50% owned affiliated companies.
THE DIVERSEY CORPORATION
Notes to Financial Statements 
Income Taxes
At December 31, 1973, undistributed earnings of foreign subsidiaries and 50%-owned joint ven-
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tures aggregated approximately $13,200,000. No provisions for deferred U.S. income taxes have been 
made on these earnings as they have been or are expected to be reinvested for an indefinite period of time.
McCORMICK & COMPANY, INCORPORATED 
Notes to Financial Statements 
Supplementary Information
Undistributed earnings of subsidiaries and 50%-owned companies for which income taxes have 
not been provided amounted to $3,550,000 as of November 30, 1973. Assets and liabilities of foreign 
operations including consolidated subsidiaries and 50%-owned companies is as follows:
1973 1972
Assets $19,228,000 $16,707,000
Liabilities 8,935,000 7,294,000
MONSANTO COMPANY
Notes to Financial Statements
Equity in Affiliates and Foreign Subsidiaries
Consolidated retained earnings at December 31, 1973, included $179.4 of the undistributed earn­
ings of these subsidiaries and corporate joint ventures. The remittance of a substantial portion of 
these earnings has been indefinitely postponed since they have been reinvested by the companies. 
Any tax on dividends which may be received will be substantially offset by foreign tax credits. 
Consequently, no provision has been made for U.S. taxes on these undistributed earnings.
PENNWALT CORPORATION
Notes to Financial Statements 
Income Taxes and Investment Credit
Deferred Federal income tax expense is primarily related to the excess of tax over book deprecia­
tion. Deferred taxes are not provided on the unremitted earnings of foreign subsidiaries and all joint 
ventures because of the Company’s intention to reinvest such undistributed earnings. At December 
31, 1973, the cumulative amount of such unremitted earnings was $42,600,000.
PHILLIPS PETROLEUM COMPANY
Notes to Financial Statements 
Taxes
Income taxes have not been accrued on $142,923,000 of the Company’s equity in undistributed 
earnings of certain subsidiaries and corporate joint ventures because of reinvestment plans for such 
funds.
ROWAN COMPANIES, INC.
Notes to Financial Statements 
Income Taxes
At December 31, 1973 the Company’s equity in undistributed earnings of its 50% owned com­
panies for which deferred taxes were not provided was $3,952,000. The Company has not provided 
deferred income taxes on its equity in undistributed earnings of 50% owned companies since such 
earnings are reinvested in working capital or in construction of additional drilling equipment.
‘‘BAD DEBT RESERVES” OF SAVINGS AND 
LOAN ASSOCIATIONS
Stock and mutual savings and loan associations generally include bad debt expense in comput­
ing pretax accounting income at an amount that differs significantly from the amount of bad debt 
expense included in computing taxable income for federal income tax purposes for the same 
period. Opinion No. 23 concludes that a difference between taxable income and pretax accounting 
income attributable to a bad debt reserve that is accounted for as part of the general reserves and 
undivided profits of a savings and loan association may not reverse until indefinite future periods
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or may never reverse. A savings and loan association accordingly should not apply interperiod 
tax allocation to the difference unless the association is likely to pay income taxes because of 
known or expected reductions in the bad debt reserve.
The Opinion requires savings and loan associations to disclose the purposes for which bad 
debt reserves are provided under the applicable rules and regulations and the fact that income 
taxes may be payable if the reserves are used for other purposes. The associations are also 
required to disclose the accumulated amount of the bad debt reserves for which income taxes have 
not been accrued.
Illustrations
Five examples are presented of the treatment of differences between bad debt expense of 
savings and loan associations reported for financial accounting and federal income tax purposes in 
apparent conformity with Opinion No. 23.
PACIFIC SAVINGS AND LOAN ASSOCIATION 
Notes to Financial Statements 
Income Taxes
Savings and loan associations that meet certain definitions and other conditions prescribed by the 
Internal Revenue Code are allowed to deduct, within limitations, earnings appropriated to general 
reserves in arriving at taxable income. Under one such limitation, a deduction is allowable until the 
balance of the tax reserve for losses on qualifying real property loans reaches 6% of such loans 
outstanding at the end of the year. At December 31, 1973, this reserve was approximately 6.00%
(5.73% in 1972) of qualifying real property loans. Since the 6% ceiling is dependent on loan growth and 
income, management is unable to predict what the effective Federal income tax rate will be for 1974.
The maximum corporate rate at the present time is 48%. Federal income taxes included in the 
consolidated statement of operations for 1973 are at an effective rate of approximately 27% (26% in 
1972).
Substantially all of the retained earnings appropriated to general reserves of the Association at 
December 31, 1973 represent tax deductions claimed since 1952, the year the Association first became 
a taxable entity, for which no provision for Federal income taxes has been made. If in the future these 
amounts are used for any purpose other than to absorb bad debt losses, a tax liability will be imposed 
upon the Association at the then current Federal income tax rates.
Deferred income taxes result from timing differences in the recognition of revenue and expense 
for tax and financial statement purposes. The source of these differences in 1973 and the tax effect of 
each were as follows:
Loan fees recognized for reporting purposes when loan is 
recorded and deferred for tax purposes 
Revenue and expense recognized on the accrual basis for 
reporting purposes but on the cash basis for tax purposes 
Effect of allowable Federal bad debt deduction applied to all 
differences, net of preference tax 
Miscellaneous items
Amount
$585,000
54,000
(213,000)
(2,000)
$424,000
Total tax expense for 1973 amounted to $1,799,000 (an effective rate of 32.8%), a total less than the 
amount of $2,634,000 computed by applying the U.S. Federal income tax rate of 48% to income before 
tax. The reasons for this difference are as follows:
Amount
Computed “expected” tax expense $2,634,000
Increases (reductions) in taxes resulting from:
Bad debt deduction based upon a percentage of income (net of 
applicable preference tax) (867,000)
Gain on sale of foreclosed properties, net (262,000)
State franchise tax, net of Federal income tax benefit 308,000
Miscellaneous items (14,000)
$1,799,000
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H. F. AHMANSON & COMPANY
Notes to Financial Statements 
Income Taxes
Home Savings has met certain definitions and other conditions prescribed by the Internal Rev­
enue Service which permit annual bad debt deductions (not related to amount of losses actually 
anticipated and charged to earnings) in computing taxable income. Included in restricted retained 
earnings of the Company at December 31, 1973 and 1972 is the accumulation of such bad debt 
deductions amounting to $305,000,000 and $275,000,000 respectively for which no provision for income 
taxes has been made. The California Franchise Tax Board also permitted bad debt deductions through 
1971. However, during 1971 the California Franchise Tax Board adopted new regulations for 1972 and 
subsequent years which eliminated for the foreseeable future substantially all franchise tax bad debt 
deductions to be taken by Home Savings. If in the future these amounts are treated as being used for 
any purpose other than to absorb losses on bad debts, a Federal tax liability will be imposed, and a 
State tax liability may be imposed on Home Savings on these amounts at the then current tax rates.
The Tax Reform Act of 1969 gradually reduces the maximum annual bad debt deduction from 60% 
of otherwise taxable income in 1969 to 40% in 1979 (49% in 1973 and 51% in 1972). The Act further 
provides that certain amounts of capital gains be excluded from “otherwise taxable income” for the 
purpose of computing the maximum bad debt deduction. The bad debt deductions and capital gains are 
deemed preferenced income under the Act and are subject to a minimum tax.
The Internal Revenue Service has proposed a consolidated return regulation which under certain 
circumstances could reduce the allowable Federal bad debt deduction of Home Savings in 1973 and 
future years. Unless the present circumstances of the Company change, this proposed regulation will 
not have a significant effect upon operations.
Income taxes in the consolidated financial statements have been provided at an effective rate of 
34.5% and 34.4% for 1973 and 1972 respectively. These rates are less than normal “expected” corpo­
rate rates for Federal income taxes. The reasons for this difference are as follows:
Year Ended December 31
1973 1972
Normal “expected” taxes $36,028,000 $34,640,000
Increases (reductions) in taxes resulting from:
Bad debt deduction based on a percentage of
income (net of applicable preference tax) (13,577,000) (12,869,000)
State franchise tax, net of federal income tax benefit 4,419,000 3,933,000
Miscellaneous items (963,000) (853,000)
Provision for taxes on income $25,907,000 $24,851,000
Deferred tax expense results from timing differences between the recognition of revenue and 
expense for tax and for financial statement purposes. The sources of these differences and the tax 
effect of each are as follows:
Year Ended December 31
Loan fee income recognized when loan is recorded
1973 1972
and deferred for tax purposes 
Capitalized holding costs on real estate held for
$6,278,000 $5,923,000
investment currently deductible for tax purposes 
Accrued interest income on prepaid Federal Savings and Loan
1,511,000 1,290,000
Insurance Corporation premium deferred for tax purposes 
Effect of allowable Federal bad debt deduction applied to
810,000 579,000
certain timing differences (net of preference tax) 
State franchise tax expense deferred for Federal
(2,396,000) (2,032,000)
tax purposes (1,176,000) (2,071,000)
Miscellaneous items (253,000)$4,774,000
848,000
$4,537,000
DOWNEY SAVINGS AND LOAN ASSOCIATION
Notes to Financial Statements 
Income Taxes
If certain conditions are met, savings and loan associations, in determining taxable income, are 
allowed special bad debt deductions based on specified experience formulas or on a percentage of 
taxable income before such deduction. The Tax Reform Act of 1969 gradually reduces the deduction
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based on the latter method from 60% of taxable income in 1969 to 40% in 1979, which will increase the 
effective rate of Federal income tax each year through 1979. The bad debt deduction, using the 
percentage of taxable income method, is limited to 49% of taxable income in 1973 and 51% of taxable 
income in 1972. Accordingly, no provision for Federal income taxes has been made for such bad debt 
deductions shown as appropriations to general reserves in the consolidated balance sheets. If in the 
future these amounts are used for any purpose other than that for which they were created, a tax 
liability will be imposed upon the Association at the then current Federal income tax rate.
Deferred tax expense results from timing differences in the recognition of revenue and expense 
for tax and financial statement purposes. The sources of these differences in 1973 and the tax effect of 
each were as follows:
Loans fees recognized on financial statements when loan is
Federal State
recorded but deferred for tax purposes 
Revenue and expenses recognized on financial statements on
$228,575 58,573
the accrual basis but on the cash basis for tax purposes 
Effect of allowable Federal bad debt deduction applied to
95,555 28,241
all differences (net of preference tax) (154,643) —
Miscellaneous items 30,513
$200,000
15,586
102,400
Total tax expense amounted to $1,425,375 (an effective rate of 33.0%), a total less than the 
amount of $2,073,297 computed by applying the U.S. Federal income tax rate of 48% to income before 
tax. The reasons for this difference are as follows:
Amount % of pretax
Computed “expected” tax expense $2,073,297
income
48.0%
Increases (reductions) in taxes resulting from: 
Bad debt deduction based on a percentage of 
income (net of applicable preference tax) (623,158) (14.4)
State franchise tax net of Federal income tax benefit 208,536 4.8
Gain on the sale of foreclosure REO (174,906) (4.0)
Benefit from income taxed at capital gains rate 
($647,465 x 48%) -  ($647,465 x 30%) (116,544) (2.7)
Miscellaneous items 58,150 1.3
$1,425,375 33.0%
EQUITABLE SAVINGS & LOAN ASSOCIATION
Notes to Financial Statements 
Taxes on Income
The Association has qualified under provisions of the Internal Revenue Code which permits it to 
deduct from taxable income an allowance for bad debts based on a percentage of taxable income before 
such deduction. The Tax Reform Act of 1969 gradually reduces the deduction based on the latter 
method from 60% of taxable income in 1969 to 40% in 1979. The rate for 1972 was 51% and for 1973 is 49%.
Total income tax expense for 1973 and 1972 has been provided at effective rates of 30.3% and 
29.3%, respectively. An analysis of such expense for the two years setting forth the reasons for the 
variation from the U.S. Federal Statutory rate of 48% and the effective rates provided is as follows:
1973 1972
Amount % of pretax Amount % of pretax
income incomeComputed “expected” tax expense 
Benefit from special bad debt $2,715,963
48.0% $2,267,476 48.0%
deduction allowed savings and 
loan associations (1,105,942) (19.5) (949,390) (20.1)State income taxes, net of
Federal income tax benefit 156,812 2.8 131,340 2.7
Miscellaneous items (52,495) (1.0) (64,387) (1.3)
$1,714,338 30.3% $1,385,039 29.3%
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NEVADA SAVINGS AND LOAN ASSOCIATION 
Notes to Financial Statements 
Federal Income Taxes:
The Association reports its income on the accrual basis in accordance with generally accepted 
accounting principles, but files its income tax returns on a modified cash basis. Because of net 
operating loss carryovers arising in prior years, no Federal income tax is currently payable.
Total tax expense, before an extraordinary credit giving effect to the utilization of these car­
ryforwards, amounted to $548,000 (an effective rate of 28.1%), a total less than the amount of $936,800 
computed by applying the federal corporate income tax rate of 48% to income before tax. The reasons 
for this difference are as follows:
Year Ended December 31 
1973 1972
Amount % of Pre-tax 
Income
Amount % of Pre-tax 
Income
Computed “expected” tax expense 
Increases (reductions) in taxes 
resulting from:
Bad debt deduction based on a percentage 
of income, net of applicable
$936,800 48.0% $732,000 48.0%
preference tax 
Non-taxable items:
(437,800) (22.4) (279,000) (18.3)
Provisions for losses on loans 140,600 7.2 — —
Gains on sales of foreclosed property (85,800) (4.4) (121,400) (8.0)
Miscellaneous items (5,800) (.3) (7,600) (.4)
$548,000 28.1% $324,000 21.3%
“POLICYHOLDERS’ SURPLUS” OF STOCK LIFE 
INSURANCE COMPANIES
The U.S. Internal Revenue Code allows stock life insurance companies to exclude from 
taxable income amounts determined under a formula, and to allocate those amounts to policyhol­
ders’ surplus until that surplus exceeds a specified maximum. Opinion No. 23 states that a 
difference between taxable income and pretax accounting income attributable to policyholders’ 
surplus of a stock life insurance company may not reverse until indefinite future periods or may 
never reverse. A stock life insurance company accordingly should not apply interperiod tax 
allocation to the difference unless the company is likely to pay income taxes because of known or 
expected reductions in the policyholders’ surplus.
The Opinion requires stock life insurance companies to disclose the treatment of policyhol­
ders’ surplus under the U.S. Internal Revenue Code and the fact that income taxes may be 
payable if the company takes certain actions, which are to be described. Stock life insurance 
companies are also required to disclose the accumulated amount of the policyholders’ surplus for 
which income taxes have not been accrued.
Illustrations
Eleven examples are presented of the treatment of policyholders’ surplus of stock life insur­
ance companies in apparent conformity with Opinion No. 23. None of the companies apparently 
applied interperiod tax allocation to any part of the surplus.
AMERICAN GENERAL INSURANCE COMPANY 
Notes to Financial Statements 
Federal Income Taxes
The life insurance companies’ provisions for federal income taxes likewise are not proportional to 
their pretax accounting income due to various exclusions or special deductions from taxable income 
and untaxed income. The provisions for taxes currently incurred were $7,132,000 in 1973 and 
$6,310,000 in 1972. Under existing federal tax law, a portion of such companies’ income is subject to
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federal income taxes at lower rates (with certain limitations) until and unless it is distributed to 
stockholders, at which time it is taxable at ordinary corporate rates. Deferred federal income taxes 
applicable to this portion of income are not required, under GAAP, to be provided. Management is of 
the opinion that no federal income tax payments applicable to such income will be required in the 
foreseeable future. The life insurance companies’ cumulative income per tax returns (designated by 
federal tax law as “policyholders’ surplus”) which is subject to additional tax if paid to stockholders 
was approximately $52,055,000, $33,175,000, and $32,541,000 at December 31, 1973, 1972 and 1971, 
respectively.
CALIFORNIA-WESTERN STATE LIFE INSURANCE COMPANY 
Notes to Financial Statements 
Federal Income Taxes
Included in statutory unassigned surplus at December 31 , 1973, is certain net income accumulated 
since January 1, 1959, on which federal income tax might become payable should the total exceed a 
prescribed maximum or should cash dividends to shareowners be paid from the accumulation. The 
amounts subject to such possible taxation were $13,100,000 and $10,700,000 at December 31, 1973, 
and December 31, 1972, respectively.
In addition, there is included in retained earnings in excess of statutory unassigned surplus at 
December 31, 1973, and December 31, 1972, amounts of approximately $7,900,000 and $6,000,000, 
respectively, upon which no current or deferred taxes have been provided because the circumstances 
were similar to those applicable to statutory unassigned surplus.
COMBINED INSURANCE COMPANY OF AMERICA
Notes to Financial Statements 
Federal Income Tax
Combined is taxed as a life insurance company. In general, such companies are taxed on net 
investment income and realized capital gains and losses and only one half of the underwriting profits; 
the remaining half of underwriting profits is accumulated in a memorandum “policyholders’ surplus 
account” for tax purposes and is taxed to the companies only when it is distributed to shareholders or 
exceeds prescribed limits. At December 31, 1973, the “policyholders’ surplus account” approximated 
$120,900,000 compared to $107,900,000 at December 31, 1972. It is not Combined’s intention to 
distribute “policyholders’ surplus” to shareholders in the foreseeable future and no provision for 
income tax has been made for that purpose. Combined has approximately $22,900,000 of retained 
earnings available for distribution to shareholders without incurring additional tax liability compared 
to approximately $20,800,000 at year-end 1972. Examinations of prior years’ tax returns have resulted 
in assessments of federal income tax against the company and certain of its subsidiaries. Combined 
believes that accrued amounts are sufficient to cover assessments for prior years and possible future 
assessments for past periods not yet examined.
Differences between Combined’s effective tax rates (23% for 1973 and 24% for 1972) and the total 
“normal” federal tax rate of 48% are as follows:
Year ended December
1973 1972
Computed “normal” tax rate
Increases (decreases) in taxes resulting from:
Income subject to taxation only when distributed or exceeding
48% 48%
prescribed limits (“policyholders’ surplus account”) (14) (15)Tax exempt investment income deductions 
Special deductions for nonparticipating policies
(9) (8)
and group life and A & H premiums (7) (7)
Foreign income taxes not available as a current credit 3 2
Tax contingency reserves and other items—net 2 4
Effective tax rate
EQUITABLE LIFE INSURANCE COMPANY OF IOWA
23% 24%
Notes to Financial Statements 
Federal Income Taxes
Under the provisions of the Internal Revenue Code, a certain portion of the life insurance 
company’s underwriting profits was segregated for income tax purposes into a memorandum account
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designated “policyholders’ surplus account” and the payment of income tax thereon is deferred. The 
aggregate amount so segregated at December 31, 1973 and 1972 was $2,831,000 which, if distributed 
to stockholders in 1973, would have incurred a tax liability of $1,359,000.
There were no additions to the “policyholders’ surplus account” during the two years ended De­
cember 31, 1973. “Stockholders’ surplus” from which dividends to stockholders may be paid, if other­
wise available for payment of dividends, without additional tax to the Company, aggregated 
$79,577,000 at December 31, 1973 (1972—$69,626,000).
ITT LIFE INSURANCE CORPORATION 
A SUBSIDIARY OF ITT THORP CORPORATION
Notes to Financial Statements 
Federal Income Taxes
Income excludable from Federal income taxes under provisions of the Life Insurance Company 
Tax Act of 1959 was approximately $250,000 and $1,033,000 for years ended December 31, 1973 and 
1972, respectively. Earnings not subject to tax and included in earned surplus at December 31, 1973, 
aggregate approximately $5,506,000, which would be subject to Federal income taxes of approxi­
mately $2,643,000 upon distribution to ITT Thorp Corporation. The possible additional assessments 
mentioned above, if resolved in favor of the Internal Revenue Service, would reduce this estimated 
Federal income tax to approximately $1,670,031 at December 31, 1973. No provision has been made 
for any taxes on these earnings because distribution of these earnings is not anticipated.
A reconciliation of the effective tax rate of the Company to an arbitrarily selected 48% United 
States income tax rate is as follows:
Percentages of Pre-Tax 
Income
1973 1972
Effective income tax rate 21.1% 15.5%
Effect of providing deferred taxes on the change 
in deferred acquisition costs and reserves 18.4 7.7
Effect of tax exempt bond income and dividend 
received deduction 4.4 9.2
Income not subject to tax until certain limitations are 
exceeded under the provisions of the Life Insurance 
Company Tax Act of 1959 1.8 14.1
Other 2.3 1.5
United States income tax rate 48.0% 48.0%
JEFFERSON-PILOT CORPORATION
Notes to Financial Statements 
Federal Income Taxes
In addition, under the Life Insurance Company Income Tax Act, a portion of income is not subject 
to federal income taxes, within certain limits, until it is distributed to stockholders at which time the 
distribution is taxable at ordinary corporate rates. The untaxed income is accumulated in a memoran­
dum tax account designated as “Policyholders Surplus Account.” These accounts of the life insurance 
companies were approximately $32,800,000 at December 31, 1973. The possibilities of any federal 
income tax being paid on these accounts are considered remote and no provision has been made in the 
financial statements for taxes thereon.
THE NATIONAL LIFE AND ACCIDENT INSURANCE COMPANY 
SUBSIDIARY OF NLT CORPORATION
Notes to Financial Statements 
Federal Income Taxes
Under the Act, a portion of “gain from operations” is not subject to current income taxation but is 
accumulated, for tax purposes, in a memorandum account designated as “policyholders’ surplus ac­
count”. The aggregate accumulation in this account at December 31, 1973 and 1972, was approxi­
mately $107 million and $106 million, respectively. Should the policyholders’ surplus account exceed 
its $276 million maximum at December 31, 1973, or should special distributions be made to NLT 
Corporation (parent company) in excess of approximately $134 million, such excess would be subject 
to federal income taxes at rates then effective. The foregoing amounts are based upon the Company’s
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federal income tax returns. Deferred taxes have not been provided on amounts designated as 
policyholders’ surplus since the Company contemplates no action and can foresee no events which 
would create such a tax.
NATIONAL OLD LINE INSURANCE COMPANY 
Notes to Financial Statements 
Federal Income Tax
Certain special deductions are allowed life insurance companies for Federal income tax purposes 
and are accumulated in a special memorandum tax account designated as “policyholders’ surplus” 
which could become subject to Federal income tax: (a) when and to the extent that policyholders’ 
surplus exceeds a specific maximum; (b) when and if distributions to shareholders, other than stock 
dividends and other limited exceptions, are made in excess of the accumulated previously taxed 
income; or (c) when a company ceases to be a life insurance company as defined by the Internal 
Revenue Code and such termination is not due to another life insurance company acquiring its assets 
in a nontaxable transaction. The Companies have accumulated approximately $15,125,000 of such 
policyholders’ surplus ($13,310,000 at December 31, 1972). The Companies do not anticipate any 
transactions which would cause any part of this amount to become taxable.
Total Federal income tax expense amounted to $1,947,061 and $1,531,058 in 1973 and 1972, 
respectively. These amounts vary from amounts computed by applying the current Federal income 
tax rate to income before tax. The reasons for this difference are as follows (amounts are in thou­
sands):
1973 1972
Amount Per cent of Amount Per cent of
Pretax Income Pretax Income
Computed “expected” tax expense 
Decrease of “expected” tax for:
(a) Special deductions added
$3,453 48.0% $2,884 48.0%
to “policyholders’ surplus” (1,212) (16.8) (1,106) (18.4)
(b) Tax exempt investment income (211) (2.9) (140) (2.3)
(c) Other (77) (1.0) 36 .7
(d) Investment tax credits (6) (.1) (143) (2.4)$1,947 27.2% $1,531 25.6%
PAUL REVERE LIFE INSURANCE COMPANY 
SUBSIDIARY OF AVCO CORPORATION 
Notes to Financial Statements 
Income Taxes and Combined Equity
At the end of 1973, Paul Revere Life had $39,100,000 of policyholders’ surplus included in re­
tained earnings (reflected in combined equity) which are currently excludable from taxable income and 
on which no income taxes have been accrued. Under present circumstances, Paul Revere Life does not 
anticipate any transaction which would cause the policyholders’ surplus to become taxable. The 
increase in policyholders’ surplus was $900,000 in 1973 and $3,500,000 in 1972.
PHILADELPHIA LIFE INSURANCE COMPANY 
Notes to Financial Statements 
Income Taxes
As reflected in the accompanying financial statements, the Company’s effective income tax rate is 
17.6% in 1973 and 19.6% in 1972. The rates are less than the Federal income tax rate of 48% due to the 
various permanent differences between book income and taxable income including that allocated to 
“policyholders’ surplus” as discussed in Note 6.
Shareholders’ Equity
Retained earnings at December 31, 1973 and 1972 includes approximately $8,091,000 and 
$7,994,000 of surplus of Philadelphia Life and its two life insurance subsidiaries, which under the 
provisions of the Life Insurance Company Income Tax Act of 1959 is defined as “shareholders’ 
surplus” and may be distributed without further liability to the life insurance companies for Federal 
income taxes. Distributions in excess of such amounts under certain conditions may require payment 
of additional Federal income taxes. The Federal income taxes are limited to the taxes applicable to
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policyholders’ surplus of $14,920,000 and $13,986,000 at December 31 , 1973 and 1972. However, under 
existing or foreseeable circumstances, the Company neither expects nor intends that distributions will 
be made from the life insurance companies which will result in any such additional tax.
SUN LIFE INSURANCE COMPANY OF AMERICA 
SUBSIDIARY OF KAUFMAN AND BROAD, INC.
Notes to Financial Statements 
Income Taxes
The provision for Federal income taxes has been calculated pursuant to the Life Insurance 
Company Income Tax Act of 1959 which, among other things, provides that only one-half of under­
writing profits are subject to tax. The effective tax rates of 26.0% and 26.9% in 1973 and 1972, 
respectively, result primarily from the treatment afforded underwriting profits, special deductions, 
and the non-taxable feature of certain investment income.
For income tax purposes, certain amounts are accumulated in a memorandum policyholders’ 
surplus account which are taxed only when distributed to shareholders or when it exceeds prescribed 
limits. The additions to policyholders’ surplus were $214,000 in 1973 and $182,000 in 1972; accumulated 
policyholders’ surplus was $5,077,000 and $4,863,000 at November 30, 1973 and 1972, respectively. 
The Company does not anticipate any transactions which would cause any part of the amount to 
become taxable.
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IV
APPLICATIONS OF OPINION NO. 24
A company that owns less than 50% of the voting stock of another company is required to 
account for its investment under the equity method in certain circumstances under APB Opinion 
No. 18, The Equity Method of Accounting for Investments in Common Stock. If the equity 
method is used, the company reports earnings from the investee for financial accounting purposes 
when the earnings are reported by the investee, but it reports earnings from the investee for 
income tax purposes when the earnings are distributed in the form of dividends or when the 
investment is liquidated. Opinion No. 24 states that including undistributed earnings of the 
investee in pretax accounting income results in a timing difference to which interperiod tax 
allocation should be applied. If the equity in undistributed earnings is expected to be realized in 
the form of dividends, interperiod tax allocation is required to be applied to the timing difference 
as if the earnings were remitted as a dividend during the period, recognizing available dividend- 
received deductions and foreign tax credits. If the equity in undistributed earnings is expected to 
be realized by disposition of the investment, interperiod tax allocation is required to be applied to 
the timing difference at capital gains or other appropriate rates, recognizing all available deduc­
tions and credits.
Illustrations
Eleven examples are presented of the application of interperiod tax allocation to the undis­
tributed earnings of investees in which less than 50% of the voting stock is owned by the investor 
in apparent conformity with Opinion No. 24.
ALUMINUM COMPANY OF AMERICA
Notes to Financial Statements 
Taxes
Alcoa has provided for U.S. income taxes estimated to be payable on undistributed earnings of 
subsidiaries and companies and entities owned 20 percent or more, except for undistributed earnings 
of certain foreign subsidiaries aggregating $127,000 at December 31, 1973. Management’s present 
plans indicate no repatriation of any portion of such earnings in the foreseeable future.
AMERICAN SMELTING AND REFINING COMPANY
Notes to Financial Statements 
Investments
Revere Copper and Brass Incorporated—In 1973, Asarco adopted the equity method of 
accounting for its 33.4% interest in the common stock of Revere Copper and Brass Incorporated. 
Heretofore, this investment of 1,876,296 shares was carried at historical cost of $8,511,000. APB 
Opinion No. 18 requires the use of the equity method of accounting when a stockholding is in excess of 20%.
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To implement the technical rules of the equity method of accounting, Asarco adjusted retroac­
tively its December 31, 1972 balance sheet by increasing the carrying value of its Revere common 
stock investment by $12,975,000, increasing deferred income tax credits by $3,275,000, and thereby 
adding $9,700,000 to its retained earnings as follows:
(in thousands)
Deferred Earnings
Carrying Income Employed in
Equity in undistributed earnings
Value Taxes* the Business
since dates of acquisition
Excess cost of investment over equity in underlying
$44,835 $13,451 $31,384
net assets at dates of acquisition (3,429) (1,029) (2,400)
Intercompany eliminations (3,431) (1,647) (1,784)
Decline in value of investment (25,000) (7,500) (17,500)
Net adjustments 12,975 $ 3,275 $ 9,700
Investment, at historical cost 8,511 — —
Carrying value (adjusted), as of Dec. 31, 1972 21,486 — —
Equity in 1973 earnings 942 $ 308 $ 634
Carrying value, Dec. 31, 1973 
*Required by APB Opinion No. 24.
$22,428 — —
Deferred tax expense results from timing differences in the recognition of income and expense for 
tax and financial statement purposes. The sources and tax effects of these 1973 differences are:
(in thousands)
Excess of tax depreciation over book depreciation $3,716
Current mine development costs deducted in tax returns in excess of 
amortization on books of such costs capitalized in prior years 3,790
Estimated loss on closing Baltimore and Amarillo plants not 
deducted in tax return (9,700)
Undistributed earnings of investments accounted for by the equity 
method, on which tax is accrued under APB Opinion No. 24 4,930
Other (2,613)
$ 123
Total “U.S. and Foreign Taxes on Income” is 17.1% of “Earnings Before U.S. and Foreign Taxes 
on Income,” as compared to the U.S. statutory income tax rate of 48%. The difference is due to the 
following:
U.S. and Foreign Taxes on Income 17.1%
Undistributed earnings of investments accounted for by the equity 
method on which tax was not provided at the statutory rate 20.9
Depletion 7.1
Investment credit 2.7
Capital gains 2.7
Other items (2.5)
U.S. statutory income tax rate 48.0%
CELANESE CORPORATION 
Notes to Financial Statements 
Principles Reflected in Financial Statements 
Income Taxes
Certain income and expense items are calculated using methods that result in taxable income 
amounts that differ from the amounts reported in the financial statements. As a result, income taxes 
payable in future years are provided for as deferred income taxes. The computation of depreciation at 
accelerated rates for income tax purposes is the most significant of these differences. In addition, the 
tax on undistributed income of affiliates is provided each year as deferred taxes.
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ATALANTA CORPORATION
Notes to Financial Statements 
Income Taxes
The Company has not provided for the additional income taxes which would become payable upon 
distribution of the unremitted earnings of its consolidated foreign subsidiaries, since it is the 
Company’s intention to permanently reinvest such earnings. The cumulative amount of such unremit­
ted earnings is $793,500 at December 31 , 1973. Additional income taxes are provided on the undistrib­
uted earnings of less than majority-owned corporations.
THE CHASE MANHATTAN CORPORATION
Notes to Financial Statements 
Taxes
The principal items which caused the timing differences resulting in deferred income taxes in 1973 
and the tax impact of each one follow:
(In Thousands)
Additional Transfer to the Reserve for Loan Losses in Excess of the
Provision Charged to Operating Expenses $13,333
Accretion of Discount on Investment Securities (4,647)
Undistributed Earnings of Overseas Subsidiaries, Joint Ventures and 
Associated Companies 2,924
Depreciation on Premises and Equipment, Including 
Lease Financing Equipment 3,526
Other—Net 3,788
Total $18,924
GETTY OIL COMPANY
Notes to Financial Statements
Basis of Accounting for Subsidiaries and Affiliates
Investments and advances included in net foreign assets above include a 48.7 percent interest in 
Mitsubishi Oil Company, Limited, a refiner and marketer of petroleum products in Japan. United 
States income taxes and foreign withholding taxes applicable to the company’s share of undistributed 
earnings of Mitsubishi Oil Company, Limited, will be offset by the availability of foreign tax credits 
and, therefore, no provision for such taxes has been made in the accompanying income statement.
W. R. GRACE & CO.
Notes to Financial Statements 
Restatement in 1972 of Retained Earnings 
Change in Accounting Principle for Income Taxes
In 1972, the Company adopted the policy of providing tax effects based upon its share of earnings 
(assuming full payout of such earnings) in certain less than majority owned companies in accordance 
with Accounting Principles Board Opinion No. 24, “Accounting for Income Taxes—Investments in 
Common Stock Accounted for by the Equity Method.” Previously, taxes were provided only when 
dividends were received from these companies. As a result, retained earnings at the beginning of 1972 
have been decreased retroactively by $3,200,000.
INTERNATIONAL GENERAL INDUSTRIES INC.
Notes to Financial Statements 
Summary of Significant Accounting Policies 
Federal Income Taxes
Deferred income taxes are provided for the differences between book and tax accounting for 
depreciation, equity in undistributed earnings of Foster Wheeler Corporation and gains on sales of 
certain properties and businesses recognized for income tax purposes on the installment method.
MOLYBDENUM CORPORATION OF AMERICA
Notes to Financial Statements 
Investments
Columbium Venture—Brazil. The Company has a 33% stock interest in Companhia Brasileira de
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Metalurgia e Mineracao, S.A. (CBMM). The $6,188,856 investment at December 31, 1973 includes 
$471,890 cost of investment plus equity in undistributed earnings of the affiliate after elimination of 
intercompany profits and provision for estimated tax.
SWIFT & COMPANY 
Notes to Financial Statements 
Statement of Accounting Policies
Investments in affiliated (20% to 50% owned) companies are accounted for by the equity method. 
The company’s equity in affiliates’ net earnings is adjusted for income taxes which would be payable if 
the earnings were distributed. Other investments are carried at cost or less.
URIS BUILDINGS CORPORATION 
Notes to Financial Statements 
Income Taxes 
Company and subsidiaries
In accordance with Opinion 24 of the Accounting Principles Board, which is effective for fiscal 
periods beginning after December 31, 1971, the Company has provided income taxes on its share of 
the undistributed earnings of its 50%-owned corporations for fiscal 1973 and has retroactively pro­
vided income taxes on its share of fiscal 1972 undistributed earnings and on the September 30, 1971 
accumulated undistributed earnings of such corporations. In connection with this retroactive adjust­
ment for income taxes, previously reported net income for fiscal 1972 has been reduced by $141,000 
and retained earnings at September 30, 1971 has been reduced by $573,000.
56
V
APPLICATIONS OF OPINION NO. 25
Opinion No. 25 specifies the measurement of compensation expense arising in certain circum­
stances from the issuance of stock to employees. The amount of compensation expense pertaining 
to a particular stock issuance deducted in computing pretax accounting income may differ from the 
amount deducted in computing taxable income. Or the same amount of compensation expense 
pertaining to a particular stock issuance may be deducted in computing pretax accounting income 
and taxable income but the amount may be deducted in different periods.
Opinion No. 25 requires compensation expense that differs for financial and tax accounting 
purposes with respect to the period in which the amount is deducted to be treated as a timing 
difference to which interperiod tax allocation is applied. The Opinion requires the tax effect of 
compensation expense that is deducted in a higher (lower) amount for tax accounting purposes 
than for financial accounting purposes to be added to (subtracted from) capital in addition to par or 
stated value of capital stock.
Illustrations
The fifteen companies presented treated the tax effects of stock issued to employees in 
apparent conformity with Opinion No. 25. Thirteen companies apparently included the tax effect 
in capital in addition to par or stated value of capital stock. Two companies apparently included 
the tax effects in the deferred tax account.
AMP INCORPORATED AND PAMCOR INC.
Notes to Financial Statements
Stock Plus Cash Bonus Plan and Treasury Stock:
For years prior to 1973, the Company’s accounting for the Stock Plus Cash Bonus Plan had no 
effect on net income because the charges to pretax income were offset by reductions in income taxes, 
as the market value of the shares distributed (which was substantially in excess of cost) was, and is 
currently, allowable as a corporate tax deduction.
Due to the adoption of Accounting Principles Board Opinion No. 25 by the A.I.C.P.A., since 
January 1, 1973, generally accepted accounting principles restrict financial recognition of tax benefits 
resulting from stock compensation plans to only those tax benefits related to recognized compensation 
expense. Tax benefits in excess of that amount are added to Other Capital. In 1973, additions to Other 
Capital and decreases in net income, as a result of the mandatory change in accounting, were 
$1,274,000 (3¢ per share).
DEERE & COMPANY
Notes to Financial Statements 
Capital Stock
For Federal income tax purposes, the Company is allowed an additional deduction as compensa­
tion in connection with certain stock options exercised in excess of such compensation reflected in the 
financial statements. During 1973, the tax benefit of such additional deduction of $1,115,000 was 
credited to the Common Stock account.
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BAKER INDUSTRIES, INC.
Notes to Financial Statements 
Additional Capital
The Changes in additional capital are as follows:
Balance at beginning of year
Excess of proceeds over par value of common stock issued under 
stock option agreements (Note 7)
Tax benefits arising from disqualified dispositions of qualified 
shares and exercise of nonqualified shares issued under stock 
option agreements*
Balance at end of year
1973 1972
$19,620,345 $18,925,934
292,764 694,411
238,947 —
$20,152,056 $19,620,345
*In 1973, the Company changed its method of accounting for the tax benefit of disqualified 
dispositions to conform with a pronouncement of the Accounting Principles Board. Previously, such 
tax benefits ($96,308 in 1972) were credited to Federal income tax.
FAIRCHILD CAMERA AND INSTRUMENT CORPORATION
Notes to Financial Statements
Provision for Income Taxes and Extraordinary Credit
The $4,700,000 of deductions in excess of financial statement expenses resulted principally from 
employee exercises of non-qualified stock options and use of accelerated depreciation methods for 
income tax purposes. The tax effect of the deductions applicable to employee exercises of non-qualified 
stock options of approximately $829,000 was credited to additional paid-in capital. The remaining net 
tax effect of differences between financial and tax reporting of approximately $1,513,000 was credited 
to deferred taxes in the balance sheet.
During 1973, there were differences between financial and taxable income similar to those de­
scribed in the previous paragraph as well as differences resulting from financial statement provisions 
which are not currently tax deductible. The tax effect of the deductions applicable to employee 
exercises of non-qualified stock options and employees’ premature disposition of option shares re­
sulted in tax benefits of approximately $1,265,000 which was credited to additional paid-in capital. The 
remaining tax effects of differences between financial and taxable income have been charged or 
credited to accumulated income tax prepayments or deferred taxes in the balance sheet.
FRANKLIN MINT CORPORATION
Notes to Financial Statements 
Income Taxes
Currently payable income taxes have been reduced by the tax effect of the deduction arising from 
employees’ early disposition of stock acquired through stock options. These reductions to the taxes 
payable, aggregating $79,000 in 1973 and $253,000 in 1972, are credited to capital in excess of stated 
value. No reduction to the income tax provision is made in connection with these transactions.
JOHN H. HARLAND COMPANY
Notes to Financial Statements 
Stock Distribution
The Company realized an income tax benefit of $500,357 from the distribution of 38,623 shares of 
common stock to 774 employees from an irrevocable trust formed by the founder of the Company. The 
distribution was made in commemoration of the Company’s fiftieth anniversary. No conditions were 
attached to the delivery of the shares, and no employee received more than 200 shares. The income tax 
benefit resulting therefrom is included in additional paid-in capital and an equivalent income charge is 
included in income tax expense.
LOWE’S COMPANIES, INC
Notes to Financial Statements 
Income Taxes
The income tax liability for the current year has been reduced by the tax benefit resulting from 
the early disposition of stock by the optionees under the stock option plan. The current year benefit of 
$344,016 was treated as an addition to capital in excess of par value. The 1972 benefit of $216,758 was 
treated as a reduction of the income tax expense for the year.
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JEWELCOR INCORPORATED
Notes to Financial Statements 
Income taxes
The provision for taxes on income comprised:
1973 1972
Currently payable—
state $ 564,000 $ 545,000
federal 3,165,000 1,778,000
Deferred 112,000 20,000
Charge equivalent to tax benefits
Exercise of certain stock options 47,000 445,000
Disposition of restricted shares previously obtained through
the exercise of certain stock options 
Imputed interest on additional acquisition payments
159,000
78,000 93,000
$4,125,000 $2,881,000
MICHIGAN SEAMLESS TUBE COMPANY
Notes to Financial Statements 
Income Taxes
Deferred income taxes arise from timing differences between the reporting of certain expenses in 
the financial statements and their deductibility for income tax purposes. Such timing differences 
relate primarily to depreciation, capitalized interest, sale of land on the installment method, costs 
related to the 1969 Restricted Stock Plan and benefits resulting from the use of a Domestic Interna­
tional Sales Corporation. Investment tax credits amounted to approximately $39,000 and $123,000 for 
the years ended October 31, 1973 and 1972, respectively.
NCNB CORPORATION
Notes to Financial Statements 
Stock Options
In 1973 the tax benefit arising from those employee stock option shares sold prior to expiration of 
the required holding period amounted to $363,000. This amount was deducted from accrued taxes 
payable and credited to surplus. When options are exercised, the excess of the option price over par 
value is credited to surplus. No amounts have been reflected in income with respect to stock options.
PRODUCTS RESEARCH & CHEMICAL CORPORATION
Notes to Financial Statements 
Credit to Paid-in Surplus
The increase of $62,000 and $25,000 in paid-in surplus for 1973 and 1972, respectively, represents 
recognition of income tax benefits arising from the issuance of 30,406 shares of common stock to 
employees of K. J. Quinn & Co., Inc. in 1968. The transferability of these shares was restricted for 
periods ranging from three to seven years. As part of the sale described in Note 10, all restrictions on 
such shares were removed in fiscal 1973 and the Company is entitled to claim a U.S. income tax 
deduction for the fair market value of the remaining shares.
SAMBO’S RESTAURANTS, INC 
Notes to Financial Statements 
Summary of Significant Accounting Policies:
Income Taxes
Current income taxes payable for 1973 and $583,950 less than the current income tax expense 
shown because of the tax benefit derived from the early disposition of stock option shares. Reduction 
in the liability has been treated as an increase in additional paid-in capital in accordance with Account­
ing Principles Board Opinion 25.
SPECTRA-PHYSICS, INC
Notes to Financial Statements 
Taxes on Income
The Company has certain deductions for income tax purposes, which are not recorded as expenses 
for financial reporting purposes. These deductions result from: (1) disqualifying dispositions of stock
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purchased under the Company’s qualified stock option plan; and (2) stock purchased under the 
Company’s non-qualified incentive stock option plan where the exercise price is less than the fair 
market value at date of purchase. The tax benefits of these deductions have been accounted for as an 
addition to capital in excess of par value.
During 1973, the Company registered shares of capital stock under the Autolab Qualified Stock 
Option Plan (see Note 5). As a result of employees selling shares which they acquired upon exercise of 
options under this and various other plans, the Company has a tax benefit of $924,700 for fiscal 1973 
which has been credited to capital in excess of par value, net of registration and other expenses of 
$52,636.
TIMES MIRROR COMPANY
Notes to Financial Statements 
Income Taxes
The Company reports certain income and expense items in different years for financial and tax 
reporting purposes. Such items relate principally to depreciation and amortization, magazine sub­
scription expenses, deferred compensation, book returns, and prepaid compensation related to the 
sale of restricted stock and the 1971 Executive Stock Option Plan. Provisions for income taxes for 1973 
and 1972 include amounts deferred of $824,000 and $3,095,000. Tax provisions have been reduced 
$1,119,000 and $1,653,000 for investment tax credits.
WHITTAKER CORPORATION
Notes to Financial Statements 
Income Taxes
A $900,000 tax benefit (a permanent book-tax difference) relating primarily to imputed interest 
on contingent shares issued in connection with acquistions and compensation deductions due to dis­
qualifying dispositions of stock acquired by employees under a qualified stock option plan was credited 
to additional paid-in capital during 1972. The transactions giving rise to the benefit occurred in years 
prior to 1972.
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VI
APPLICATIONS OF SEC RELEASE NO. 149
Before issuance of Release No. 149, the SEC required essentially the same information 
concerning interperiod tax allocation to be disclosed in financial statements filed with the Com­
mission as required under Opinion No. 11. Release No. 149 requires the disclosure of additional 
information concerning tax allocation which is not required to be disclosed under Opinion No. 11.
Under Opinion No. 11 the tax effects of similar types of timing differences may be grouped 
and disclosed as a single amount. Release No. 149 requires, however, that the tax effect of each 
type of difference be separately disclosed. Combination of types of timing differences is allowed 
only under specified circumstances.
The Opinion requires that reasons be given for significant variations in the customary rela­
tionships between income tax expense and pretax accounting income if the reasons are not other­
wise apparent from the financial statements or from the nature of the entity’s business. The 
Release goes further and requires presentation of a reconciliation between the amount reported as 
income tax expense in the financial statements and the amount obtained by multiplying pretax 
accounting income by the applicable statutory federal income tax rate. The reconciliation is 
required to show the amount of each of the underlying causes of the difference, but under specified 
circumstances items causing a difference may be combined in the reconciliation.
If the cash outlay for income taxes in any of the next three years is expected to substantially 
exceed income tax expense reported for that year, the Release requires that fact to be disclosed 
together with the approximate amount of the excess, the year (or years) of occurrence, and the 
reasons for the excess. The Opinion has no similar requirement.
Illustrations
Thirty-eight examples disclose the information required by Release No. 149. The examples 
are grouped according to whether they pertain to the disclosure of:
•  the expected cash outlay for income taxes
•  the tax effects of each type of timing difference separately
•  a reconciliation of income tax expense calculated for financial accounting purposes with 
the amount obtained by multiplying pretax accounting income by the statutory tax rate.
E X PE C T E D  CASH OUTLAY FOR INCOME TAXES
BAYSTATE CORPORATION
Notes to Financial Statements 
Income Taxes
Based upon currently anticipated operations for the next three years, management expects that 
the deferred tax liability account will be substantially reduced in 1974 when certain securities mature.
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It is expected, therefore, that the cash outlay for taxes applicable to 1974 will exceed total income tax 
expense by approximately $750,000, representing a portion of amounts provided in previous years by 
charges to operations. This amount does not reflect any change which may result if a supplementary 
provision for loan losses is made during that year.
BRUNSWICK CORPORATION
Notes to Financial Statements 
Provision for Income Taxes
Based on current estimates, it is not expected that income taxes currently payable in the next 
three years will substantially exceed total income tax expense for those years. The Company could be 
required to make a substantial payment for 1962-1969 income taxes in the future depending on the 
outcome of the Internal Revenue Service examinations (Note 7) but would then be entitled to signifi­
cant tax refunds and credits for 1970 and later years.
INDUSTRIAL NUCLEONICS CORPORATION
Notes to Financial Statements 
Income Taxes
It is expected that the cash requirement for taxes associated with 1974, 1975 and 1976 will not 
exceed tax expense by a substantial amount in each such year.
OZITE CORPORATION
Notes to Financial Statements 
Income Taxes
Although United States net deferred income tax balances declined in 1973, resulting in cash 
outlay for United States taxes exceeding United States tax expense reflected in the consolidated 
financial statements for 1973 by approximately $148,000, based upon currently anticipated expendi­
tures and operations, in the opinion of management, net deferred income tax will not be substantially 
reduced for the years 1974 to 1976.
PUERTO RICAN CEMENT COMPANY, INC.
Notes to Financial Statements 
Income Taxes
Based upon currently anticipated expenditures and operations, it is expected that the deferred 
income tax balance will be reduced in 1974, 1975 and 1976 and the cash outlay for taxes associated with 
those years will exceed tax expense by approximately $300,000, $350,000, and $400,000, respectively, 
primarily due to the reversal of the excess of book depreciation over flexible depreciation taken for tax 
purposes.
SEABOARD WORLD AIRLINES, INC.
Notes to Financial Statements 
Federal Income Tax
Based on anticipated future activities, the Company estimates that cash outlays for income taxes 
will exceed income tax provisions for 1975 and 1976 by $185,000 and $340,000, respectively. Such 
excesses are expected to be caused primarily by the net tax effects in those years of the 1973 timing 
differences referred to above and those expected to arise from preoperating expenses to be incurred in 
connection with the 1974 acquisition of a Boeing 747 aircraft (see Note 5). Since the calculations 
supporting these amounts are based on assumptions as to future events, there is no assurance that any 
excess amounts ultimately determined upon filing tax returns for each of the years will not vary 
significantly from the amounts shown.
SIGNAL COMPANIES, INC.
Notes to Financial Statements 
Income Taxes
Based upon anticipated expenditures and operations, the cash outlay for taxes is not expected to 
exceed tax expense during the next three years, except for possible settlements of prior year deficien­
cies which have been provided for.
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TAX E F F E C T S  SHOWN SEPA R A TELY  FOR 
EA CH  TY PE OF TIM ING D IF F E R E N C E
AMFAC, INC.
Notes to Financial Statements 
Tax Provision
Income tax expense includes provisions for Federal income taxes (before investment credits of 
$1,527,000 for 1973 and $1,930,000 for 1972) of $13,227,000 for 1973 and $13,230,000 for 1972 or 38% 
and 40%, respectively, of income before Federal income taxes. Such provisions would have approxi­
mated the statutory rate of 48% if certain gains on sales of properties had not been taxable at capital 
gains rates. Deferred income tax expense of $5,732,000 for 1973 and $7,606,000 for 1972 included 
$1,733,000 for 1973 and $2,061,000 for 1972 from excess of tax over book depreciation, $4,939,000 for 
1973 and $2,689,000 for 1972 from net deferral of profits on installment sales for tax purposes only, 
($404,000) for 1973 and $900,000 for 1972 from net deferral (amortization) of preopening expenses and 
initial operating losses for book purposes only and ($536,000) for 1973 and $1,956,000 for 1972 from 
miscellaneous timing differences.
APPLIED DATA RESEARCH, INC.
Notes to Financial Statements 
Income Taxes
Components of deferred income taxes for 1973 and 1972 are as follows:
Revenue recognized for financial statement purposes but
1973 1972
deferred for Federal income tax purposes 
Amortization of deferred development costs
$199,000 27,000
previously deducted for tax purposes (275,000) (280,000)
Utilization of carryovers
Tax depreciation in excess of amounts included in
313,000 310,000
financial statements
Amortization of deferred charge relating to sale and
32,000 —
leaseback transaction deducted in 1972 tax return 
Deferred investment tax credits utilized against
(18,000) 88,000
currently payable amounts 32,000 —
Investment tax credits applied in reduction of deferred taxes — (13,000)
Warranty costs not deductible for tax purposes until paid — (35,000)
Other 37,000
$320,000 97,000
BRANIFF INTERNATIONAL CORPORATION
Notes to Financial Statements 
Income Taxes
Deferred Federal income taxes result from timing differences in the recognition of expenses for 
tax and financial statement purposes. The sources of these differences in 1973 and the tax effect 
thereof were as follows (in thousands):
Excess of tax over book depreciation $4,222
Excess of book over tax amortization of developmental and 
preoperating costs (1,430)
Investment tax credits recognized in deferred Federal income taxes (1,643)
Other 513
Total $1,662
COMMUNICATIONS PROPERTIES, INC.
Notes to Financial Statements 
Income Taxes:
The provision for deferred federal and state income taxes, arising from timing differences be­
tween financial and tax reporting, is comprised as follows:
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Excess of tax depreciation over financial depreciation
1973
($100,495)
1972
$188,700
Deferred system development cost, expensed in 
year incurred for tax, net of amortization 962,680 315,000
Other 56,299 33,797
Investment tax credit (239,000) (36,397)
$679,484
BAKER INDUSTRIES, INC.
Notes to Financial Statements 
Income Tax Expense
Deferred tax expense in 1973 results from the following timing differences:
$501,100
Federal State Total
Excess of tax over book depreciation $1,405,000 $272,000 $1,677,000
Amortization of product development and 
start-up costs previously expensed 
on tax returns (255,000) (47,000) (302,000)
Installation and service revenues reflected 
as income on tax returns and 
deferred on books (428,000) (85,000) (513,000)
Selling expense associated with installation 
revenue expensed on tax returns and 
deferred on books 328,000 61,000 389,000
Other (176,000) — (176,000)
$ 874,000 $201,000 $1,075,000
CORENCO CORPORATION
Notes to Financial Statements 
Federal Income Tax
The components of net deferred federal income tax provisions for 1973 and 1972 included in the 
accompanying consolidated statement of income and retained earnings related to the following:
Increase in intercompany profits in inventories
1973 1972
eliminated in consolidation $(145,488) $(75,300)
Increase in allowance for doubtful accounts (96,000) —
Write-off of covenants determined to be of no value (55,200) —
Deferral of taxable DISC earnings 
Reduction in deferred tax related to 1970 change
145,562 97,348
in inventory valuation method (33,628)
$(184,754)
(34,468)
$(12,420)
EASTERN GAS AND FUEL ASSOCIATES 
Notes to Financial Statements 
Federal Income Taxes
Deferred Federal income taxes are provided for timing differences between financial and taxable 
income. The tax effects of the principal timing differences (exclusive of the effect of the permanent 
portion) are as follows: accelerated depreciation—$1,830,000 in 1973 and $1,555,000 in 1972; mine 
development costs—$1,340,000 in 1973 and $305,000 in 1972; deferred production payments—$105,000 
in 1973 and $1,910,000 in 1972. The permanent portion of certain of these timing differences results 
from the additional statutory depletion that is expected to be available when these differences re­
verse.
KNOTT HOTEL CORPORATION
Notes to Financial Statements 
Income Taxes:
Deferred taxes result from timing differences in the recognition of expenses for tax and financial 
statement purposes. The sources of these differences and the tax effect of each were as follows:
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19721973
Interest and other carrying costs during construction $(197,977) —
Excess of tax over book depreciation (49,107) (53,341)
Deferred compensation and pension costs 215,938 (10,181)
Provision for withholding taxes on foreign earnings expected 
to be remitted to the parent company (75,800) 53,200
$(106,946) (10,322)
PENNZOIL COMPANY 
Notes to Financial Statements 
Federal Income Tax
The deferred Federal income tax provision of $8,725,000 results from timing differences in the 
recognition of revenue and expense for tax and financial reporting purposes. The sources of these 
differences in 1973 and the tax effect of each were as follows (amounts expressed in thousands):
Pipe Line revenues collected subject to refund included in taxable
income but deferred for financial purposes $(4,611)
Pipe Line gas purchase costs expensed for tax but deferred for financial
purposes until recovered through regulated gas sales rates 6,450
Interest capitalized for financial purposes, expensed for tax purposes 3,369
Mining production payment proceeds previously included in taxable income 
but deferred for financial purposes 4,565
Mining exploration and development costs previously expensed for tax 
purposes but deferred and amortized for financial purposes (2,034)
Nonproductive leasehold costs capitalized for financial purposes,
deducted for tax purposes 1,265
Other, net (279)
$8,725
SEA WORLD, INC.
Notes to Financial Statements 
Income Taxes
Deferred tax expense results from timing differences in the recognition of income and expenses 
for tax and financial reporting purposes. The sources of these differences and the tax effects of each 
were as follows:
Excess of tax over book depreciation
1973
$ 238,000
1972
140,000
Excess of tax preopening expense deduction over 
book amortization 992,000 51,000
State income taxes (8,000) (103,000)
Other (83,000) (111,000)
$1,139,000 (23,000)
THE STANDARD OIL COMPANY (OHIO)
Notes to Financial Statements 
Federal, Foreign, and State Income Taxes
No provision for deferred income taxes is made when the difference between financial and taxable 
income is permanent in nature. Deferred income taxes are provided for timing differences between 
financial and taxable income. The tax effects of these timing differences are as follows:
1973 1972
Election of installment sales method $ 7,827 $ (159)
Depreciation 5,860 16
Interest capitalized or deferred 3,499 3,219
Production payment contracts 1,791 1,844
Provision related to 1971 foreign tax credit -0- 5,662
Other 7,709 (18)
$19,686 $10,564
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LOUISIANA LAND AND EXPLORATION COMPANY 
Notes to Financial Statements 
Provision for Income Taxes
Deferred tax expense results from timing differences in the recognition of revenue and expense 
for tax and financial statement purposes. The sources of these differences in the years ended De­
cember 31, 1973 and 1972 and the tax effect of each were as follows:
1973 1972
Profit on real estate development property sales fully
credited to income on books but reported for tax 
purposes on the installment collection basis $ (44,102) 1,055,389
Excess of tax over book depreciation
Gas sales revenue released from escrow and recorded in
759,791 —
current book income but previously reported in tax 
return when received 146,658
Hard mineral costs expensed in tax return but capitalized
and amortized on books 335,275 58,728
Expenses (income)—(net) of subsidiary (LLOXY) reported 
in tax return but capitalized on books 
Excess of book amortization of undeveloped oil and gas
(111,532) 131,083
properties over the deduction in the tax return of 
their costs when such properties are abandoned (2,783,844)  (996,699)
Other timing differences (126,406) (56,489)
$(1,970,818) 338,670
MEDENCO, INC.
Notes to Financial Statements
Income Taxes
Deferred income taxes arise from the recognition of certain expenses for income tax purposes
prior to the time they are recognized for financial reporting purposes. The sources of these differences
and the tax effect for each year is as follows:
1973 1972
Excess of tax over book depreciation
Interest on construction loans during period of construction
$ 95,197 $12,960
expensed on tax return and capitalized on books 
Deferred costs expensed on tax return and
57,370 51,840
capitalized on books 164,359 —
Other (12,121) (25,320)
$304,805 $39,480
NORTH CENTRAL AIRLINES, INC.
Notes to Financial Statements 
Income Taxes
Deferred tax expense results from timing differences in the recognition of revenue and expense 
for tax and financial reporting purposes. The sources of these differences in 1973 and the tax effect of
each were:
Increase (decrease) in deferred income tax expense: 
Excess of tax over book depreciation $ 71,200
Interest capitalized on books and expensed on tax return 42,500
Vacation expense on the tax return previously expensed on the books 48,300
Amortization of extension and development on the books previously 
expensed on the tax return
Amortization of capitalized interest on the books previously
(39,600)
expensed on the tax return
Amortization of training and development costs on the books
(30,100)
previously expensed on the tax return (140,200)
Gain on sale of equipment (41,500)
Adjustment to previously deferred tax 322,050
$232,650
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CONTINENTAL OIL COMPANY 
Notes to Financial Statements 
Income and Other Taxes
Income taxes of $266,225,000 in 1973 and $214,560,000 in 1972 are estimated to be currently 
payable, including U.S. federal income taxes of $28,626,000 and $12,371,000, respectively. The effect 
of timing differences giving rise to deferred income taxes is as follows:
Mining and lifting costs applicable to production
1973 1972
payments deducted in tax return as incurred $ 7,964,000 $12,018,000
Excess of tax over financial depreciation 
Inventory valuation allowance deducted in foreign
10,615,000 6,846,000
tax return
Costs of nonproductive petroleum acreage amortized for 
financial purposes and deducted in tax return
6,814,000
when surrendered
Proceeds from advance sales of product included in tax
(5,272,000) 2,090,000
return when received and deferred for financial purposes 
Effect of investment tax credits resulting from
515,000 15,849,000
timing differences 11,878,000 (3,201,000)
Other (6,539,000)
$25,975,000
(6,562,000)
$27,040,000
REC O N CILIA TIO N  W ITH TAX 
CALCULATED AT STATUTORY RATE
ARROW ELECTRONICS INC.
Notes to Financial Statements 
Income Taxes
Total income tax expense for 1973 amounted to $1,649,239 (an effective tax rate of 46.5%) and for 
1972 amounted to $1,522,321 (an effective tax rate of 47.4%). The differences between these amounts 
and an amount computed by applying the U.S. Federal income tax rate of 48% to income before 
income taxes are primarily attributable to the reduction of Federal income taxes arising from the 
utilization of investment tax credits amounting to $60,300 (1.7% of pretax income) in 1973 and $63,600 
(2% of pre-tax income) in 1972 and to the election by a subsidiary of the Company to be taxed as a 
Domestic International Sales Corporation on its export sales, resulting in a reduction of income taxes 
amounting to $89,393 (2.5% of pre-tax income) in 1973 and $68,374 (2.1% of pre-tax income) in 1972. 
The Company has not provided for taxes on undistributed subsidiary earnings which are not expected 
to be remitted and which cumulatively amounted to approximately $309,000 at December 31, 1973.
CHEMICAL EXPRESS COMPANY 
Notes to Financial Statements 
Income Taxes
The following table summarizes the difference between the company’s effective tax rate (40.3% 
and 43.5% for 1973 and 1972, respectively) and the federal statutory rate (48%):
1973 1972
Amount Percent of Amount Percent of
Pre-Tax Income Pre-Tax Income
Investment tax credit amortized $149,113 6.0 $122,540 5.5Other 42,058 1.7 (24,760) (1.0)
$191,171 7.7 $ 97,780 4.5
CONSUMERS POWER COMPANY  
Notes to Financial Statements 
Income Tax Expense
The total income tax expense as set forth above produces an effective income tax rate of 36.1% in 
1973 and 33.7% in 1972. The following schedule reconciles the statutory Federal income tax rate of 
48% to such effective income tax rates.
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Year Ended December 31 
1973 1972
Amount Rate Amount Rate
Computed “expected” tax expense 
Increase (reduction) in taxes 
resulting from:
Certain capitalized construction 
costs, principally interest, 
deducted currently for income tax 
purposes for which no deferred 
taxes are provided in accordance
$60,776,193 48.0% $56,616,080 48.0%
with the requirements of the MPSC 
State income taxes, net of Federal
(15,636,613) (12.3) (16,512,749) (14.0)
income tax benefit 
Amortization of deferred investment
3,587,572 2.8 3,272,118 2.8
tax credit (1,317,429) (1.0) (962,187) (.8)
Other miscellaneous items (1,685,638) (1.4) (2,641,241) (2.3)
Actual tax expense $45,724,085 36.1% $39,772,021 33.7%
CONTINENTAL AIR LINES, INC.
Notes to Financial Statements 
Income Taxes
The differences between the tax benefit for 1973 and that derived by applying the 48% Federal 
income tax rate to the pretax loss are shown below:
Computed “expected” tax benefit $ (573,953)
Reductions (increases) in tax benefit resulting from:
(a) amortization of utilized investment tax credits (869,000)
(b) net losses of certain subsidiaries not included in Company’s
consolidated Federal tax return 281,443
(c) State income taxes, net of Federal income tax benefit 42,120
(d) expiration of charitable contributions carryforward 74,315
(e) reversal of deferred taxes under gross change method (305,000)
(f) other items, individually insignificant 50,938
Actual tax benefit $(1,299,137)
THE FOXBORO COMPANY
Notes to Financial Statements 
Income Taxes
Total income tax expense was $5,900,000 for the year 1973 and $1,950,000 for 1972. These 
amounts were less than the amounts computed by applying the United States federal income tax rate 
of 48% to income before tax by $595,000 for the year 1973 and $1,180,000 for 1972. An analysis of these 
differences is:
Due to:
Income of foreign subsidiaries and Western Hemisphere Trade
1973 1972
Corporations subject to tax at appropriate rates $310,000 $ 420,000
Indefinite deferral of DISC income 335,000 205,000
Federal investment credit 185,000 275,000
State taxes (net of federal effect)
Recovery of foreign income taxes previously paid but
(280,000) 35,000
recoverable as foreign tax credits 10,000 235,000
Other 35,000 10,000
$595,000 $1,180,000
HEWLETT-PACKARD COMPANY
Notes to Financial Statements 
Taxes on Income
In 1973, the Company’s effective federal and foreign income tax rate (after deduction of state
68
taxes on income) declined from 46.7% to 43.4%. Had the Company’s effective tax rate been at the 
United States statutory rate of 48% in 1973, the provision for federal and foreign taxes on income 
would have been $43,064,000. The difference is explained as follows:
Federal and foreign taxes on income at the 
United States statutory rate
Amount 
(In Thousands)
$43,064
Percentage
48.0%
Income of the Company’s Singapore and Malaysian subsidiaries 
substantially tax free under pioneer status acts for 
approximately 9 years commencing in 1973 (5,834) (6.5)
Taxes accrued on intercompany profits in foreign 
subsidiary inventories eliminated 2,367 2.6
Tax assessments on undistributed earnings of 
foreign subsidiaries 1,430 1.6
Investment tax credits (1,342) (1.5)
Other, net (717) (.8)
Federal and foreign taxes on income provided in 
the consolidated statement of income $38,968 43.4%
HOMESTAKE MINING COMPANY
Notes to Financial Statements 
Income Taxes
Homestake’s effective tax rate, computed on the basis of income before income taxes, was 29% in 
1973 and 33% in 1972 as compared to the federal statutory rate of 48%. Major components causing such 
rate differences were as follows:
1973 1972
Income tax at statutory rate $15,220,000 48% $5,160,000 48%
Percentage depletion deduction (4,837,000) (15) (2,068,000) (19)
Investment tax credit* (1,451,000) (5) — —
Other items 268,000 1 508,000 4
Income tax provision $ 9,200,000 29% $3,600,000 33%
*Approximately $1,400,000 carried over from prior years. As of December 31, 1973 Homestake had no 
investment tax credit carryovers.
INFOREX, INC.
Notes to Financial Statements 
Income Taxes
The provision for income taxes is different from that which would be computed by applying the 
U.S. Federal income tax rate of 48% to income before taxes. The following is a summary of the major 
items affecting the provision:
1973 1972
Provision at 48% rate $753,000 $632,000
Taxes not provided on portion of DISC income (327,000) —
Effect of lower foreign tax rate
Provision for state income taxes, net of Federal
(59,000) (26,800)
income tax benefit 37,000 101,000
Tax benefit not currently recognized on foreign losses 408,000 130,000
$812,000 $836,200
LEVI STRAUSS & CO.
Notes to Financial Statements 
Income Taxes
The provision for taxes on income for 1973 and 1972 as shown above differs from the amounts 
computed by applying the U.S. federal income tax rate (48%) to income before taxes. The principal 
reasons for this difference are:
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1973 1972
Tax computed at 48%
Increases (reductions) in taxes resulting from: 
Losses on foreign operations where the benefits
$16,228,000 $23,073,000
cannot be currently utilized 7,103,000 91,000
State taxes, net of federal income tax benefit 
Differences in income tax rates between the
862,000 771,000
United States and foreign countries 
Indefinite deferral of the tax liability on a
(699,000) (1,016,000)
portion of the DISC income (566,000) (136,000)
Flow through of investment tax credit (420,000) (520,000)
Other, net (556,000) 783,000
Actual tax provision $21,952,000 $23,046,000
MERCK & CO., INC.
Notes to Financial Statements 
Taxes on Income
The Company’s effective tax rate reflects the statutory rates applicable in each country where 
income is earned. Where incentive rates and credits are available they are utilized to the extent 
appropriate to the Company’s business. Specific reasons for the difference between the Company’s 
effective tax rate and the U.S. statutory rate are as follows:
(Dollars in Thousands) 
1973 1972
Amount Tax Rate Amount Tax Rate
U.S. statutory rate applied to pretax income $149,906 48.0% $129,109 48.0%
Investment credit (2,680) (.9) (1,776) (.7)
Differentials arising from:
State and local taxes on income 5,890 1.9 5,389 2.0
Capital gains on exclusive license income (4,261) (1.4) (3,871) (1.4)
Non-taxable foreign currency adjustments (2,266) (.7) 546 .2
Export and industrial development incentives: 
Domestic International Sales Corp. (DISC) (6,514) (2.1) (1,753) (.7)
Tax exemption for Puerto Rican manufacturing (6,672) (2.1) (1,328) (.5)
Western Hemisphere Trade Corporation (1,705) (.5) (1,732) (.6)
Miscellaneous (598) (.2) (5,684) (2.1)
Tax Provision $131,100 42.0% $118,900 44.2%
PACIFIC RESOURCES, INC.
Notes to Financial Statements 
Income Taxes
Tax expenses were less than the approximate amounts computed by applying the U.S. Federal
income tax rate of 48% to income before income taxes. The differences are as follows:
Computed “expected” tax expense
1973
$3,940,000 48%
1972
$1,171,700 48%
Investment tax credits recognized (337,837) (4) (440,958) (18)
Difference between book and tax straight-line 
depreciation on utility plant (135,600) (2) (132,000) (5)
State income taxes, net of Federal 
income tax benefit 246,800 3 61,100 3
Other (96,627) (1) 12,577 —
Actual tax expense $3,616,736 44% $ 672,419 28%
RAMADA INNS, INC.
Notes to Financial Statements 
Income Taxes
Total tax expense averaged 39.2% and 39.9% of net income in 1973 and 1972 respectively. The 
reasons for the effective rate being lower than the U.S. Federal income tax rate of 48% are as follows:
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1973 Amount % of Pre-tax
Computed “expected” tax expense $11,934,157
income
48.0
Increase (reduction) in taxes resulting from:
State income taxes, net of Federal effect 844,872 3.4
Tax exempt municipal bond interest (323,203) (1.3)Preferred stock dividend exclusion (2,117,026) (8.5)
Investment tax credit (835,000) (3.4)
Other, net 243,900 1.0
$ 9,747,700 39.2
1972
Computed “expected” tax expense $10,887,288 48.0
Increase (reduction) in taxes resulting from:
State income taxes, net of Federal effect 647,171 2.9
Tax exempt municipal bond interest (907,050) (4.0)
Preferred stock dividend exclusion (1,096,140) (4.8)
Investment tax credit (467,000) (2.1)
Other, net (10,557) (.1)
$ 9,053,712 39.9
SIGNAL COMPANIES, INC.
Notes to Financial Statements 
Income Taxes
A reconciliation between the provision for income taxes, computed by applying the United States 
Federal statutory rate to income before taxes, and the actual provision for income taxes follows:
Provision for income taxes at statutory rate 
Oil and gas depletion and intangible 
development expense
State and local income taxes, after Federal 
income tax benefit 
Investment tax credit 
Other
Effective income tax rate
1973
$52,222,000
(4,669,000)
3,860,000
(2,705,000)
1,716,000 
$50,424,000
46%
1972
$35,786,000
(5,329,000)
2,794,000
(1,236,000)
2,081,000 
$34,096,000
46%
THE UPJOHN COMPANY
Notes to Financial Statements 
Taxes on Income
The following summarizes the significant differences between taxes on income for financial state­
ment purposes and the United States statutory tax rate:
Percent of Pre-tax 
Income
1973 1972
Statutory tax rate 48.0% 48.0%
Difference due to foreign source income taxed at 
a lower effective rate (3.0) (3.1)
State taxes on income, net of federal tax benefit 1.8 1.9
Investment tax credit (0.7) (0.9)
All other, net (1.3) 1.3
Income tax provision per statement of consolidated earnings 44.8% 47.2%
THE VENDO COMPANY
Notes to Financial Statements 
Income Taxes
The provision for Federal and state taxes on income in the accompanying consolidated statement 
of income differs from the amount computed at the statutory Federal rate (48%) as set forth below:
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1973 1972
Provision at statutory rate $2,471,000 $2,381,000
Excess of tax loss over book loss from liquidation of subsidiaries 
Operating losses of foreign subsidiaries for which
(226,000) —
no tax benefit has been provided 
Income of subsidiaries offset against previous losses for
143,000 110,000
which no benefit had been provided (116,000) —
Other, net 39,000
$2,311,000
22,000
$2,513,000
R J  REYNOLDS INDUSTRIES INC.
Notes to Financial Statements 
Provision for Income Taxes
The effective tax rate was 46.8% 1973 and 50.4% in 1972. The differences between the amounts 
recorded and the amounts computed by applying the federal income tax rate of 48% to earnings before 
provision for income taxes is explained as follows:
(Dollars in Thousands)
1973 1972
Income tax computed at statutory
Amount % of Pre-tax 
Income
Amount % of Pre-tax 
Income
U.S. federal income tax rate 
Foreign taxes in excess of U.S.
$237,593 48.0% $223,754 48.0%
foreign tax credits 
State taxes, net of federal
22,846 4.6 21,268 4.6
tax benefit 12,163 2.5 11,130 2.4
Investment tax credit (30,180) (6.1) (10,072) (2.2)
Miscellaneous items (11,005) (2.2) (11,247) (2.4)
Provision for income taxes $231,417 46.8% $234,833 50.4%
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APPENDIX A
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD 11
ACCOUNTING FOR INCOME TAXES
INTRODUCTION
1. This Opinion sets forth the Board’s conclusions on some aspects of accounting for income 
taxes. These conclusions include significant modifications of views previously expressed by the 
Committee on Accounting Procedure and by the Board. Accordingly, this Opinion supersedes the 
following Accounting Research Bulletins (ARBs) and Opinions of the Accounting Principles Board 
(APBs):
a. ARB No. 43, Chapter 10, Section B, Taxes: Income Taxes.
b. Letter of April 1 5 , 1959, addressed to the members of the Institute by the Committee on 
Accounting Procedure interpreting ARB 44 (Revised).
c. APB Opinion No. 6, Status of Accounting Research Bulletins (paragraphs 21 and 23).
2. This Opinion also amends the following ARBs and APBs insofar as they relate to account­
ing for income taxes:
a. ARB No. 43, Chapter 9, Section C, Depreciation: Emergency Facilities—Depreciation, 
Amortization and Income Taxes (paragraphs 11-13).
b. ARB No. 43, Chapter 11, Section B, Government Contracts: Renegotiation (paragraph
8).
c. ARB No. 43, Chapter 15, Unamortized Discount, Issue Cost, and Redemption Pre­
mium on Bonds Refunded (paragraph 11).
d. ARB No. 44 (Revised), Declining-balance Depreciation (paragraphs 4, 5, 7 and 10).
e. ARB No. 51, Consolidated Financial Statements (paragraph 17).
f. APB Opinion No. 1, New Depreciation Guidelines and Rules (paragraphs 1, 5, and 6).
g. APB Opinion No. 5, Reporting of Leases in Financial Statements of Lessee (paragraph
21).
3. Discounting. The Board’s Opinion on “Tax Allocation Accounts—Discounting,” as ex­
pressed in APB Opinion No. 10, Omnibus Opinion—1966 (paragraph 6), continues in effect 
pending further study of the broader aspects of discounting as it is related to financial accounting 
in general.
4. Investment Credits. The Board is continuing its study on accounting for “Investment 
Credits” and intends to issue a new Opinion on the subject as soon as possible. In the meantime 
APB Opinion No. 2, Accounting for the “Investment Credit,” and APB Opinion No. 4 (Amending 
No. 2), Accounting for the “Investment Credit,” remain in effect.
5. Certain aspects of tax allocation, including illustrations of procedures and an extended 
discussion of alternative approaches to allocation, are presented in Accounting Research Study 
No. 9, Interperiod Allocation of Corporate Income Taxes, by Homer A. Black, published by the 
American Institute of Certified Public Accountants in 1966.1 The Board has considered the Study
1Accounting Research Studies are not statements of this Board, or of the Institute, but are published for the purpose 
of stimulating discussion on important accounting issues.
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and the comments received on it. The conclusions in this Opinion vary in some important respects 
from those reached in the Study.
APPLICABILITY
6. This Opinion applies to financial statements which purport to present financial position and 
results of operations in conformity with generally accepted accounting principles. It does not 
apply (a) to regulated industries in those circumstances where the standards described in the 
Addendum (which remains in effect) to APB Opinion No. 2 are met and (b) to special areas 
requiring further study as specifically indicated in paragraphs 38-41 of this Opinion. The Board 
has deferred consideration of the special problems of allocation of income taxes in interim financial 
statements and among components of a business enterprise pending further study and the is­
suance of Opinions on the applicability of generally accepted accounting principles to these state­
ments.
7. The Board emphasizes that this Opinion, as in the case of all other Opinions, is not 
intended to apply to immaterial items.
SUMMARY OF PROBLEMS
8. The principal problems in accounting for income taxes arise from the fact that some 
transactions2 affect the determination of net income for financial accounting purposes in one 
reporting period and the computation of taxable income and income taxes payable in a different 
reporting period. The amount of income taxes determined to be payable for a period does not, 
therefore, necessarily represent the appropriate income tax expense applicable to transactions 
recognized for financial accounting purposes in that period. A major problem is, therefore, the 
measurement of the tax effects of such transactions and the extent to which the tax effects should 
be included in income tax expense in the same periods in which the transactions affect pretax 
accounting income.
9. The United States Internal Revenue Code permits a “net operating loss” of one period to 
be deducted in determining taxable income of other periods. This leads to the question of whether 
the tax effects of an operating loss should be recognized for financial accounting purposes in the 
period of loss or in the periods of reduction of taxable income.
10. Certain items includable in taxable income receive special treatment for financial account­
ing purposes, even though the items are reported in the same period in which they are reported 
for tax purposes. A question exists, therefore, as to whether the tax effects attributable to 
extraordinary items, adjustments of prior periods (or of the opening balance of retained earnings), 
and direct entries to other stockholders’ equity accounts should be associated with the particular 
items for financial reporting purposes.3
11. Guidelines are needed for balance sheet and income statement presentation of the tax 
effects of timing differences, operating losses and similar items.
SUMMARY OF CONCLUSIONS
12. The Board’s conclusions on some of the problems in accounting for income taxes are 
summarized as follows:
a. Interperiod tax allocation is an integral part of the determination of income tax expense, 
and income tax expense should include the tax effects of revenue and expense transac­
tions included in the determination of pretax accounting income.
2The term transactions refers to all transactions and other events requiring accounting recognition. As used in this 
Opinion, it relates either to individual events or to groups of similar events.
3See APB Opinion No. 9, Reporting the Results of Operations.
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b. Interperiod tax allocation procedures should follow the deferred method,4 both in the 
manner in which tax effects are initially recognized and in the manner in which deferred 
taxes are amortized in future periods.
c. The tax effects of operating loss carrybacks should be allocated to the loss periods. The 
tax effects of operating loss carryforwards5 usually should not be recognized until the 
periods of realization.
d. Tax allocation within a period should be applied to obtain fair presentation of the various 
components of results of operations.
e. Financial statement presentations of income tax expense and related deferred taxes 
should disclose (1) the composition of income tax expense as between amounts currently 
payable and amounts representing tax effects allocable to the period and (2) the classifi­
cation of deferred taxes into a net current amount and a net noncurrent amount.
DEFINITIONS AND CONCEPTS
13. Terminology relating to the accounting for income taxes is varied; some terms have been 
used with different meanings. Definitions of certain terms used in this Opinion are therefore 
necessary.
a. Income taxes. Taxes based on income determined under provisions of the United States 
Internal Revenue Code and foreign, state and other taxes (including franchise taxes) 
based on income.
b. Income tax expense. The amount of income taxes (whether or not currently payable or 
refundable) allocable to a period in the determination of net income.
c. Pretax accounting income. Income or loss for a period, exclusive of related income tax 
expense.
d. Taxable income. The excess of revenues over deductions or the excess of deductions 
over revenues to be reported for income tax purposes for a period.6
e. Timing differences. Differences between the periods in which transactions affect taxable 
income and the periods in which they enter into the determination of pretax accounting 
income. Timing differences originate in one period and reverse or “turn around” in one or 
more subsequent periods. Some timing differences reduce income taxes that would 
otherwise be payable currently; others increase income taxes that would otherwise be 
payable currently.
f. Permanent differences. Differences between taxable income and pretax accounting in­
come arising from transactions that, under applicable tax laws and regulations, will not 
be offset by corresponding differences or “turn around” in other periods.7
g. Tax effects. Differentials in income taxes of a period attributable to (1) revenue or 
expense transactions which enter into the determination of pretax accounting income in 
one period and into the determination of taxable income in another period, (2) deductions 
or credits that may be carried backward or forward for income tax purposes and (3) 
adjustments of prior periods (or of the opening balance of retained earnings) and direct 
entries to other stockholders’ equity accounts which enter into the determination of 
taxable income in a period but which do not enter into the determination of pretax 
accounting income of that period. A permanent difference does not result in a “tax 
effect” as that term is used in this Opinion.
4See paragraph 19.5The term “loss carryforwards” is used in this Opinion to mean “loss carryovers” as referred to in the United States 
Internal Revenue Code.6For the purposes of this definition “deductions” do not include reductions in taxable income arising from net operat­
ing loss carrybacks or carryforwards.7See paragraph 33.
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h. Deferred taxes. Tax effects which are deferred for allocation to income tax expense of 
future periods.
i. Interperiod tax allocation. The process of apportioning income taxes among periods.
j. Tax allocation within a period. The process of apportioning income tax expense applica­
ble to a given period between income before extraordinary items and extraordinary 
items, and of associating the income tax effects of adjustments of prior periods (or of the 
opening balance of retained earnings) and direct entries to other stockholders’ equity 
accounts with these items.
14. Certain general concepts and assumptions are recognized by the Board to be relevant in 
considering the problems of accounting for income taxes.
a. The operations of an entity subject to income taxes are expected to continue on a going 
concern basis, in the absence of evidence to the contrary, and income taxes are expected 
to continue to be assessed in the future.
b. Income taxes are an expense of business enterprises earning income subject to tax.
c. Accounting for income tax expense requires measurement and identification with the 
appropriate time period and therefore involves accrual, deferral and estimation concepts 
in the same manner as these concepts are applied in the measurement and time period 
identification of other expenses.
d. Matching is one of the basic processes of income determination; essentially it is a process 
of determining relationships between costs (including reductions of costs) and (1) specific 
revenues or (2) specific accounting periods. Expenses of the current period consist of 
those costs which are identified with the revenues of the current period and those costs 
which are identified with the current period on some basis other than revenue. Costs 
identifiable with future revenues or otherwise identifiable with future periods should be 
deferred to those future periods. When a cost cannot be related to future revenues or to 
future periods on some basis other than revenues, or it cannot reasonably be expected to 
be recovered from future revenues, it becomes, by necessity, an expense of the current 
period (or of a prior period).
TIMING DIFFERENCES
Discussion
Nature of Timing Differences
15. Four types of transactions are identifiable which give rise to timing differences; that is, 
differences between the periods in which the transactions affect taxable income and the periods in 
which they enter into the determination of pretax accounting income.8 Each timing difference 
originates in one period and reverses in one or more subsequent periods.
a. Revenues or gains are included in taxable income later than they are included in pretax 
accounting income. For example, gross profits on installment sales are recognized for 
accounting purposes in the period of sale but are reported for tax purposes in the period 
the installments are collected.
b. Expenses or losses are deducted in determining taxable income later than they are 
deducted in determining pretax accounting income. For example, estimated costs of 
guarantees and of product warranty contracts are recognized for accounting purposes in 
the current period but are reported for tax purposes in the period paid or in which the 
liability becomes fixed.
8Accounting Research Study No. 9, Interperiod Allocation of Corporate Income Taxes, pages 2-3 and 8-10.
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c. Revenues or gains are included in taxable income earlier than they are included in pretax 
accounting income. For example, rents collected in advance are reported for tax pur­
poses in the period in which they are received but are deferred for accounting purposes 
until later periods when they are earned.
d. Expenses or losses are deducted in determining taxable income earlier than they are 
deducted in determining pretax accounting income. For example, depreciation is re­
ported on an accelerated basis for tax purposes but is reported on a straight-line basis for 
accounting purposes.
Additional examples of each type of timing difference are presented in Appendix A to this Opin­
ion.
16. The timing differences of revenue and expense transactions entering into the determina­
tion of pretax accounting income create problems in the measurement of income tax expense for a 
period, since the income taxes payable for a period are not always determined by the same 
revenue and expense transactions used to determine pretax accounting income for the period. The 
amount of income taxes determined to be payable for a period does not, therefore, necessarily 
represent the appropriate income tax expense applicable to transactions recognized for financial 
accounting purposes in that period.
17. Interperiod tax allocation procedures have been developed to account for the tax effects 
of transactions which involve timing differences. Interperiod allocation of income taxes results in 
the recognition of tax effects in the same periods in which the related transactions are recognized 
in the determination of pretax accounting income.
Differing Viewpoints
18. Interpretations of the nature of timing differences are diverse, with the result that three 
basic methods of interperiod allocation of income taxes have developed and been adopted in 
practice. The three concepts and their applications are described and evaluated in Chapters 2, 3 
and 4 of Accounting Research Study No. 9. A  brief description of each method follows.
19. Interperiod tax allocation under the deferred method is a procedure whereby the tax 
effects of current timing differences are deferred currently and allocated to income tax expense of 
future periods when the timing differences reverse. The deferred method emphasizes the tax 
effects of timing differences on income of the period in which the differences originate. The 
deferred taxes are determined on the basis of the tax rates in effect at the time the timing 
differences originate and are not adjusted for subsequent changes in tax rates or to reflect the 
imposition of new taxes. The tax effects of transactions which reduce taxes currently payable are 
treated as deferred credits; the tax effects of transactions which increase taxes currently payable 
are treated as deferred charges. Amortization of these deferred taxes to income tax expense in 
future periods is based upon the nature of the transactions producing the tax effects and upon the 
manner in which these transactions enter into the determination of pretax accounting income in 
relation to taxable income.
20. Interperiod tax allocation under the liability method is a procedure whereby the income 
taxes expected to be paid on pretax accounting income are accrued currently. The taxes on 
components of pretax accounting income may be computed at different rates, depending upon the 
period in which the components were, or are expected to be, included in taxable income. The 
difference between income tax expense and income taxes payable in the periods in which the 
timing differences originate are either liabilities for taxes payable in the future or assets for 
prepaid taxes. The estimated amounts of future tax liabilities and prepaid taxes are computed at 
the tax rates expected to be in effect in the periods in which the timing differences reverse. Under 
the liability method the initial computations are considered to be tentative and are subject to 
future adjustment if tax rates change or new taxes are imposed.
21. Interperiod tax allocation under the net of tax method is a procedure whereby the tax
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effects (determined by either the deferred or liability methods) of timing differences are recog­
nized in the valuation of assets and liabilities and the related revenues and expenses. The tax 
effects are applied to reduce specific assets or liabilities on the basis that tax deductibility or 
taxability are factors in their valuation.
22. In addition to the different methods of applying interperiod tax allocation, differing views 
exist as to the extent to which interperiod tax allocation should be applied in practice.
23. Some transactions result in differences between pretax accounting income and taxable 
income which are permanent9 because under applicable tax laws and regulations the current 
differences will not be offset by corresponding differences in later periods. Other transactions, 
however, result in differences between pretax accounting income and taxable income which re­
verse or turn around in later periods; these differences are classified broadly as timing differ­
ences. The tax effects of certain timing differences often are offset in the reversal or turnaround 
period by the tax effects of similar differences originating in that period. Some view these differ­
ences as essentially the same as permanent differences because, in effect, the periods of reversal 
are indefinitely postponed. Others believe that differences which originate in a period and differ­
ences which reverse in the same period are distinguishable phases of separate timing differences 
and should be considered separately.
24. In determining the accounting recognition of the tax effects of timing differences, the 
first question is whether there should be any tax allocation. One view holds that interperiod tax 
allocation is never appropriate. Under this concept, income tax expense of a period equals income 
taxes payable for that period. This concept is based on the presumption that income tax expense of 
a period should be measured by the amount determined to be payable for that period by applying 
the laws and regulations of the governmental unit, and that the amount requires no adjustment or 
allocation. This concept has not been used widely in practice and is not supported presently to any 
significant extent.
25. The predominant view holds that interperiod tax allocation is appropriate. However, two 
alternative concepts exist as to the extent to which it should be applied: partial allocation and 
comprehensive allocation.
Partial Allocation
26. Under partial allocation the general presumption is that income tax expense of a period 
for financial accounting purposes should be the tax payable for the period. Holders of this view 
believe that when recurring differences between taxable income and pretax accounting income 
give rise to an indefinite postponement of an amount of tax payments or to continuing tax 
reductions, tax allocation is not required for these differences. They believe that amounts not 
reasonably expected to be payable to, or recoverable from, a government as taxes should not 
affect net income. They point out in particular that the application of tax allocation procedures to 
tax payments or recoveries which are postponed indefinitely involves contingencies which are at 
best remote and thus, in their opinion, may result in an overstatement or understatement of 
expenses with consequent effects on net income. An example of a recurring difference not requir­
ing tax allocation under this view is the difference that arises when a company having a relatively 
stable or growing investment in depreciable assets uses straight-line depreciation in determining 
pretax accounting income but an accelerated method in determining taxable income. If tax alloca­
tion is applied by a company with large capital investments coupled with growth in depreciable 
assets (accentuated in periods of inflation) the resulting understatement of net income from using 
tax allocation is magnified.
27. Holders of the view expressed in paragraph 26 believe that the only exceptions to the 
general presumption stated there-in should be those instances in which specific nonrecurring
9See Paragraph 33.
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differences between taxable income and pretax accounting income would lead to a material mis­
statement of income tax expense and net income. If such nonrecurring differences occur, income 
tax expense of a period for financial accounting purposes should be increased (or decreased) by 
income tax on differences between taxable income and pretax accounting income provided the 
amount of the increase (or decrease) can be reasonably expected to be paid as income tax (or 
recovered as a reduction of income taxes) within a relatively short period not exceeding, say, five 
years. An example would be an isolated installment sale of a productive facility in which the gross 
profit is reported for financial accounting purposes at the date of sale and for tax purposes when 
later collected. Thus, tax allocation is applicable only when the amounts are reasonably certain to 
affect the flow of resources used to pay taxes in the near future.
28. Holders of this view state that comprehensive tax allocation, as opposed to partial alloca­
tion, relies on the so-called “revolving” account approach which seems to suggest that there is a 
similarity between deferred tax accruals and other balance sheet items, like accounts payable, 
where the individual items within an account turn over regularly although the account balance 
remains constant or grows. For these other items, the turnover reflects actual, specific 
transactions—goods are received, liabilities are recorded and payments are subsequently made. 
For deferred tax accruals on the other hand, no such transactions occur—the amounts are not 
owed to anyone; there is no specific date on which they become payable, if ever; and the amounts 
are at best vague estimates depending on future tax rates and many other uncertain factors. 
Those who favor partial allocation suggest that accounting deals with actual events, and that those 
who would depart from the fact of the tax payment should show that the modification will increase 
the usefulness of the reports to management, investors or other users. To do this requires a 
demonstration that the current lower (or higher) tax payments will result in higher (or lower) cash 
outflows for taxes within a span of time that is of significant interest to readers of the financial 
statements.
Comprehensive Allocation
29. Under comprehensive allocation, income tax expense for a period includes the tax effects 
of transactions entering into the determination of pretax accounting income for the period even 
though some transactions may affect the determination of taxes payable in a different period. This 
view recognizes that the amount of income taxes payable for a given period does not necessarily 
measure the appropriate income tax expense related to transactions for that period. Under this 
view, income tax expense encompasses any accrual, deferral or estimation necessary to adjust the 
amount of income taxes payable for the period to measure the tax effects of those transactions 
included in pretax accounting income for that period. Those supporting comprehensive allocation 
believe that the tax effects of initial timing differences should be recognized and that the tax 
effects should be matched with or allocated to those periods in which the initial differences 
reverse. The fact that when the initial differences reverse other initial differences may offset any 
effect on the amount of taxable income does not, in their opinion, nullify the fact of the reversal. 
The offsetting relationships do not mean that the tax effects of the differences cannot be recog­
nized and measured. Those supporting comprehensive allocation state that the makeup of the 
balances of certain deferred tax amounts “revolve” as the related differences reverse and are 
replaced by similar differences. These initial differences do reverse, and the tax effects thereof 
can be identified as readily as can those of other timing differences. While new differences may 
have an offsetting effect, this does not alter the fact of the reversal; without the reversal there 
would be different tax consequences. Accounting principles cannot be predicated on reliance that 
offsets will continue. Those supporting comprehensive allocation conclude that the fact that the 
tax effects of two transactions happen to go in opposite directions does not invalidate the necessity 
of recognizing separately the tax effects of the transactions as they occur.
30. Under comprehensive allocation, material tax effects are given recognition in the deter­
79
mination of income tax expense, and the tax effects are related to the periods in which the 
transactions enter into the determination of pretax accounting income. The tax effects so deter­
mined are allocated to the future periods in which the differences between pretax accounting 
income and taxable income reverse. Those supporting this view believe that comprehensive 
allocation is necessary in order to associate the tax effects with the related transactions. Only by 
the timely recognition of such tax effects is it possible to associate the tax effects of transactions 
with those transactions as they enter into the determination of net income. The need exists to 
recognize the tax effects of initial differences because only by doing so will the income tax expense 
in the periods of initial differences include the tax effects of transactions of those periods.
31. Those who support comprehensive allocation believe that the partial allocation concept in 
stressing cash outlays represents a departure from the accrual basis of accounting. Comprehen­
sive allocation, in their view, results in a more thorough and consistent association in the matching 
of revenues and expenses, one of the basic processes of income determination.
32. These differences in viewpoint become most significant with respect to the tax effects of 
transactions of a recurring nature—for example, depreciation of machinery and equipment using 
the straight-line method for financial accounting purposes and an accelerated method for income 
tax purposes. Under partial allocation the tax effects of these timing differences would not be 
recognized under many circumstances; under comprehensive allocation the tax effects would be 
recognized beginning in the periods of the initial timing differences. Under partial allocation, the 
tax effects of these timing differences would not be recognized so long as it is assumed that similar 
timing differences would arise in the future creating tax effects at least equal to the reversing tax 
effects of the previous timing differences. Thus, under partial allocation, so long as the amount of 
deferred taxes is estimated to remain fixed or to increase, no need exists to recognize the tax 
effects of the initial differences because they probably will not “reverse” in the foreseeable future. 
Under comprehensive allocation tax effects are recognized as they occur.
Permanent differences
33. Some differences between taxable income and pretax accounting income are generally 
referred to as permanent differences. Permanent differences arise from statutory provisions 
under which specified revenues are exempt from taxation and specified expenses are not allowable 
as deductions in determining taxable income. (Examples are interest received on municipal oblig­
ations and premiums paid on officers’ life insurance.) Other permanent differences arise from 
items entering into the determination of taxable income which are not components of pretax 
accounting income in any period. (Examples are the special deduction for certain dividends re­
ceived and the excess of statutory depletion over cost depletion.)
Opinion  
34. The Board has considered the various concepts of accounting for income taxes and has 
concluded that comprehensive interperiod tax allocation is an integral part of the determination of 
income tax expense. Therefore, income tax expense should include the tax effects of revenue and 
expense transactions included in the determination of pretax accounting income. The tax effects of 
those transactions which enter into the determination of pretax accounting income either earlier 
or later than they become determinants of taxable income should be recognized in the periods in 
which the differences between pretax accounting income and taxable income arise and in the 
periods in which the differences reverse. Since permanent differences do not affect other periods, 
interperiod tax allocation is not appropriate to account for such differences.
35. The Board has concluded that the deferred method10 of tax allocation should be followed
10See paragraph 19.
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since it provides the most useful and practical approach to interperiod tax allocation and the 
presentation of income taxes in financial statements.
36. The tax effect of a timing difference should be measured by the differential between 
income taxes computed with and without inclusion of the transaction creating the difference 
between taxable income and pretax accounting income. The resulting income tax expense for the 
period includes the tax effects of transactions entering into the determination of results of opera­
tions for the period. The resulting deferred tax amounts reflect the tax effects which will reverse 
in future periods. The measurement of income tax expense becomes thereby a consistent and 
integral part of the process of matching revenues and expenses in the determination of results of 
operations.
37. In computing the tax effects referred to in paragraph 36, timing differences may be 
considered individually or similar timing differences may be grouped. The net change in deferred 
taxes for a period for a group of similar timing differences may be determined on the basis of 
either (a) a combination of amounts representing the tax effects arising from timing differences 
originating in the period at the current tax rates and reversals of tax effects arising from timing 
differences originating in prior periods at the applicable tax rates reflected in the accounts as of 
the beginning of the period; or (b) if the applicable deferred taxes have been provided in accor­
dance with this Opinion on the cumulative timing differences as of the beginning of the period, the 
amount representing the tax effects at the current tax rates of the net change during the period in 
the cumulative timing differences. If timing differences are considered individually, or if similar 
timing differences are grouped, no recognition should be given to the reversal of tax effects 
arising from timing differences originating prior to the effective date of this Opinion unless the 
applicable deferred taxes have been provided for in accordance with this Opinion, either during 
the periods in which the timing differences originated or, retroactively, as of the effective date of 
this Opinion. The method or methods adopted should be consistently applied.
Special areas requiring further study
38. A number of other transactions have tax consequences somewhat similar to those dis­
cussed for timing differences. These transactions result in differences between taxable income and 
pretax accounting income in a period and, therefore, create a situation in which tax allocation 
procedures may be applicable in the determination of results of operations. These transactions are 
also characterized by the fact that the tax consequences of the initial differences between taxable 
income and pretax accounting income may not reverse until an indefinite future period, or con­
ceivably some may never reverse. In addition, each of these transactions has certain unique 
aspects which create problems in the measurement and recognition of their tax consequences. 
These special areas are:
a. Undistributed earnings of subsidiaries.
b. Intangible development costs in the oil and gas industry.
c. “General reserves” of stock savings and loan associations.
d. Amounts designated as “policyholders’ surplus” by stock life insurance companies.
e. Deposits in statutory reserve funds by United States steamship companies.
39. Paragraph 16 of ARB No. 51, Consolidated Financial Statements, states that:
“When separate income tax returns are filed, income taxes usually are incurred when 
earnings of subsidiaries are transferred to the parent. Where it is reasonable to assume that 
a part or all of the undistributed earnings of a subsidiary will be transferred to the parent in 
a taxable distribution, provision for related income taxes should be made on an estimated 
basis at the time the earnings are included in consolidated income, unless these taxes are 
immaterial in amount when effect is given, for example, to dividend-received deductions or 
foreign tax credits. There is no need to provide for income tax to the parent company in cases
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where the income has been, or there is evidence that it will be, permanently invested by the 
subsidiaries, or where the only likely distribution would be in the form of a tax-free liquida­
tion.”The Board has decided to defer any modification of the above position until the accounting 
research study on accounting for intercorporate investments is completed and an Opinion is issued 
on that subject.
40. Intangible development costs in the oil and gas industry are commonly deducted in the 
determination of taxable income in the period in which the costs are incurred. Usually the costs 
are capitalized for financial accounting purposes and are amortized over the productive periods of 
the related wells. A question exists as to whether the tax effects of the current deduction of these 
costs for tax purposes should be deferred and amortized over the productive periods of the wells 
to which the costs relate. Other items have a similar, or opposite, effect because of the interaction 
with “percentage” depletion for income tax purposes. The Board has decided to defer any conclu­
sion on these questions until the accounting research study on extractive industries is completed 
and an Opinion is issued on that subject.
41. The “general reserves” of stock savings and loan associations, amounts designated as 
“policyholders’ surplus” by stock life insurance companies and deposits in statutory reserve funds 
by United States steamship companies each have certain unique aspects concerning the events or 
conditions which may lead to reversal of the initial tax consequences. The Board has decided to 
defer any conclusion as to whether interperiod tax allocation should be required in these special 
areas, pending further study and consideration with a view to issuing Opinions on these areas at a 
later date.
OPERATING LOSSES
Discussion
42. An operating loss arises when, in the determination of taxable income, deductions exceed 
revenues. Under applicable tax laws and regulations, operating losses of a period may be carried 
backward or forward for a definite period of time to be applied as a reduction in computing taxable 
income, if any, in those periods. When an operating loss is so applied, pretax accounting income 
and taxable income (after deducting the operating loss carryback or carryforward) will differ for 
the period to which the loss is applied.
43. If operating losses are carried backward to earlier periods under provisions of the tax 
law, the tax effects of the loss carrybacks are included in the results of operations of the loss 
period, since realization is assured. If operating losses are carried forward under provisions of the 
tax law, the tax effects usually are not recognized in the accounts until the periods of realization, 
since realization of the benefits of the loss carryforwards generally is not assured in the loss 
periods. The only exception to that practice occurs in unusual circumstances when realization is 
assured beyond any reasonable doubt in the loss periods. Under an alternative view, however, the 
tax effects of loss carryforwards would be recognized in the loss periods unless specific reasons 
exist to question their realization.
Opinion
44. The tax effects of any realizable loss carrybacks should be recognized in the determina­
tion of net income (loss) of the loss periods. The tax loss gives rise to a refund (or claim for refund) 
of past taxes, which is both measurable and currently realizable; therefore the tax effect of the 
loss is properly recognizable in the determination of net income (loss) for the loss period. Appro­
priate adjustments of existing net deferred tax credits may also be necessary in the loss period.
45. The tax effects of loss carryforwards also relate to the determination of net income (loss) 
of the loss periods. However, a significant question generally exists as to realization of the tax
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effects of the carryforwards, since realization is dependent upon future taxable income. Accord­
ingly, the Board has concluded that the tax benefits of loss carryforwards should not be recog­
nized until they are actually realized, except in unusual circumstances when realization is assured 
beyond any reasonable doubt at the time the loss carryforwards arise. When the tax benefits of 
loss carryforwards are not recognized until realized in full or in part in subsequent periods, the tax 
benefits should be reported in the results of operations of those periods as extraordinary items.11
46. In those rare cases in which realization of the tax benefits of loss carryforwards is assured 
beyond any reasonable doubt, the potential benefits should be associated with the periods of loss 
and should be recognized in the determination of results of operations for those periods. Realiza­
tion is considered to be assured beyond any reasonable doubt when conditions such as those set 
forth in paragraph 47 are present. (Also see paragraph 48.) The amount of the asset (and the tax 
effect on results of operations) recognized in the loss period should be computed at the rates 
expected12 to be in effect at the time of realization. If the applicable tax rates change from those 
used to measure the tax effect at the time of recognition, the effect of the rate change should be 
accounted for in the period of the change as an adjustment of the asset account and of income tax 
expense.
47. Realization of the tax benefit of a loss carryforward would appear to be assured beyond 
any reasonable doubt when both of the following conditions exist: (a) the loss results from an 
identifiable, isolated and nonrecurring cause and the company either has been continuously profit­
able over a long period or has suffered occasional losses which were more than offset by taxable 
income in subsequent years, and (b) future taxable income is virtually certain to be large enough 
to offset the loss carryforward and will occur soon enough to provide realization during the 
carryforward period.
48. Net deferred tax credits arising from timing differences may exist at the time loss 
carryforwards arise. In the usual case when the tax effect of a loss carryforward is not recognized 
in the loss period, adjustments of the existing net deferred tax credits may be necessary in that 
period or in subsequent periods. In this situation net deferred tax credits should be eliminated to 
the extent of the lower of (a) the tax effect of the loss carryforward, or (b) the amortization of the 
net deferred tax credits that would otherwise have occured during the carryforward period. If the 
loss carryforward is realized in whole or in part in periods subsequent to the loss period, the 
amounts eliminated from the deferred tax credit accounts should be reinstated (at the then 
current tax rates) on a cumulative basis as, and to the extent that, the tax benefit of the loss 
carryforward is realized. In the unusual situation in which the tax effect of a loss carryforward is 
recognized as an asset in the loss year,13 the deferred tax credit accounts would be amortized in 
future periods as indicated in paragraph 19.
49. The tax effects of loss carryforwards of purchased subsidiaries (if not recognized by the 
subsidiary prior to purchase) should be recognized as assets at the date of purchase only if 
realization is assured beyond any reasonable doubt. Otherwise they should be recognized only 
when the tax benefits are actually realized and should be recorded as retroactive adjustments14 of 
the purchase transactions and treated in accordance with the procedures described in paragraphs 
7 and 8 of ARB No. 51, Consolidated Financial Statements. Retroactive adjustments of results of 
operations for the periods subsequent to purchase may also be necessary if the balance sheet items 
affected have been subject to amortization in those periods.
50. Tax effects of loss carryforwards arising prior to a quasi-reorganization (including for this 
purpose the application of a deficit in retained earnings to contributed capital) should, if not
n See APB Opinion No. 9, Reporting the Results of Operations.
12The rates referred to here are those rates which, at the time the loss carryforward benefit is recognized for financial 
accounting purposes, have been enacted to apply to appropriate future periods.13See paragraph 46.
14See APB Opinion No. 9, Reporting the Results of Operations.
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previously recognized, be recorded as assets at the date of the quasi-reorganization only if realiza­
tion is assured beyond any reasonable doubt. If not previously recognized and the benefits are 
actually realized at a later date, the tax effects should be added to contributed capital because the 
benefits are attributable to the loss periods prior to the quasi-reorganization.
TAX ALLOCATION WITHIN A PERIOD
Discussion
51. The need for tax allocation within a period arises because items included in the determi­
nation of taxable income may be presented for accounting purposes as (a) extraordinary items, (b) 
adjustments of prior periods (or of the opening balance of retained earnings) or (c) as direct entries 
to other stockholders’ equity accounts.
Opinion
52. The Board has concluded that tax allocation within a period should be applied to obtain an 
appropriate relationship between income tax expense and (a) income before extraordinary items, 
(b) extraordinary items, (c) adjustments of prior periods (or of the opening balance of retained 
earnings) and (d) direct entries to other stockholders’ equity accounts. The income tax expense 
attributable to income before extraordinary items is computed by determining the income tax 
expense related to revenue and expense transactions entering into the determination of such 
income, without giving effect to the tax consequences of the items excluded from the determina­
tion of income before extraordinary items. The income tax expense attributable to other items is 
determined by the tax consequences of transactions involving these items. If an operating loss 
exists before extraordinary items, the tax consequences of such loss should be associated with the 
loss.
OTHER UNUSED DEDUCTIONS AND CREDITS
Opinion
53. The conclusions of this Opinion, including particularly the matters discussed in para­
graphs 42-50 on tax reductions resulting from operating losses, also apply to other unused deduc­
tions and credits for tax purposes that may be carried backward or forward in determining taxable 
income (for example, capital losses, contribution carryovers, and foreign tax credits).
FINANCIAL REPORTING
Discussion
Balance Sheet
54. Interperiod tax allocation procedures result in the recognition of several deferred tax 
accounts. Classification of deferred taxes in the balance sheet has varied in practice, with the 
accounts reported, alternatively, as follows:
a. Separate current and noncurrent amounts. In this form of presentation all balance sheet 
accounts resulting from income tax allocation are classified into four separate 
categories—current assets, noncurrent assets, current liabilities and noncurrent 
liabilities.
b. Net current and net noncurrent amounts. In this form of presentation all balance sheet 
accounts resulting from income tax allocation are classified into two categories—net 
current amount and net noncurrent amount.
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c. Single amount. In this form of presentation all balance sheet accounts resulting from 
income tax allocation are combined in a single amount.
d. Net of tax presentation. Under this approach each balance sheet tax allocation account 
(or portions thereof) is reported as an offset to, or a valuation of, the asset or liability 
that gave rise to the tax effect. Net of tax presentation is an extension of a valuation 
concept and treats the tax effects as valuation adjustments of the related assets and 
liabilities.
Income Statement
55. Interperiod tax allocation procedures result in income tax expense generally different 
from the amount of income tax payable for a period. Three alternative approaches have developed 
for reporting income tax expense:
a. Combined amount. In this presentation income tax expense for the period is reported as 
a single amount, after adjustment of the amount of income taxes payable for the period 
for the tax effects of those transactions which had different effects on pretax accounting 
income and on taxable income. This form of presentation emphasizes that income tax 
expense for the period is related to those transactions entering into the determination of 
pretax accounting income.
b. Combined amount plus disclosure (or two or more separate amounts). In this presenta­
tion the amount of income taxes reported on the tax return is considered significant 
additional information for users of financial statements. The amount of taxes payable (or 
the effect of tax allocation for the period) is, therefore, disclosed parenthetically or in a 
note to the financial statements. Alternatively, income tax expense may be disclosed in 
the income statement by presenting separate amounts—the taxes payable and the ef­
fects of tax allocation.
c. “Net of tax” presentation. Under the “net of tax” concept the tax effects recognized 
under interperiod tax allocation are considered to be valuation adjustments to the assets 
or liabilities giving rise to the adjustments. For example, depreciation deducted for tax 
purposes in excess of that recognized for financial accounting purposes is held to reduce 
the future utility of the related asset because of a loss of a portion of future tax deducti­
bility. Thus, depreciation expense, rather than income tax expense, is adjusted for the 
tax effect of the difference between the depreciation amount used in the determination of 
taxable income and that used in the determination of pretax accounting income.
Opinion
Balance Sheet
56. Balance sheet accounts related to tax allocation are of two types:
a. Deferred charges and deferred credits relating to timing differences; and
b. Refunds of past taxes or offsets to future taxes arising from the recognition of tax effects 
of carrybacks and carryforwards of operating losses and similar items.
57. Deferred charges and deferred credits relating to timing differences represent the 
cumulative recognition given to their tax effects and as such do not represent receivables or 
payables in the usual sense. They should be classified in two categories—one for the net current 
amount and the other for the net noncurrent amount. This presentation is consistent with the 
customary distinction between current and noncurrent categories and also recognizes the close 
relationship among the various deferred tax accounts, all of which bear on the determination of 
income tax expense. The current portions of such deferred charges and credits should be those
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amounts which relate to assets and liabilities classified as current. Thus, if installment receivables 
are a current asset, the deferred credits representing the tax effects of uncollected installment 
sales should be a current item; if an estimated provision for warranties is a current liability, the 
deferred charge representing the tax effect of such provision should be a current item.
58. Refunds of past taxes or offsets to future taxes arising from recognition of the tax effects 
of operating loss carrybacks or carryforwards should be classified either as current or noncurrent. 
The current portion should be determined by the extent to which realization is expected to occur 
during the current operating cycle as defined in Chapter 3A of ARB No. 43.
59. Deferred taxes represent tax effects recognized in the determination of income tax ex­
pense in current and prior periods, and they should, therefore, be excluded from retained earn­
ings or from any other account in the stockholders’ equity section of the balance sheet.
Income Statement
60. In reporting the results of operations the components of income tax expense for the 
period should be disclosed, for example:
a. Taxes estimated to be payable
b. Tax effects of timing differences
c. Tax effects of operating losses.
These amounts should be allocated to (a) income before extraordinary items and (b) extraordinary 
items and may be presented as separate items in the income statement or, alternatively, as 
combined amounts with disclosure of the components parenthetically or in a note to the financial 
statements.
61. When the tax benefit of an operating loss carryforward is realized in full or in part in a 
subsequent period, and has not been previously recognized in the loss period, the tax benefit 
should be reported as an extraordinary item15 in the results of operations of the period in which 
realized.
62. Tax effects attributable to adjustments of prior periods (or of the opening balance of 
retained earnings) and direct entries to other stockholders’ equity accounts should be presented as 
adjustments of such items with disclosure of the amounts of the tax effects.15
General
63. Certain other disclosures should be made in addition to those set forth in paragraphs 
56-62:
a. Amounts of any operating loss carryforwards not recognized in the loss period, together 
with expiration dates (indicating separately amounts which, upon recognition, would be 
credited to deferred tax accounts);
b. Significant amounts of any other unused deductions or credits, together with expiration 
dates; and
c. Reasons for significant variations in the customary relationships between income tax 
expense and pretax accounting income, if they are not otherwise apparent from the 
financial statements or from the nature of the entity’s business.
The Board recommends that the nature of significant differences between pretax accounting 
income and taxable income be disclosed.
64. The “net of tax” form of presentation of the tax effects of timing differences should not be 
used for financial reporting. The tax effects of transactions entering into the determination of 
pretax accounting income for one period but affecting the determination of taxable income in a
15See APB Opinion No. 9, Reporting the Results of Operations.
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different period should be reported in the income statement as elements of income tax expense 
and in the balance sheet as deferred taxes and not as elements of valuation of assets or liabilities.
EFFECTIVE DATE
65. This Opinion shall be effective for all fiscal periods that begin after December 31, 1967. 
However, the Board encourages earlier application of the provisions of this Opinion.
66. Accordingly, the tax allocation procedures set forth in this Opinion should be applied to 
timing differences occurring after the effective date. (See paragraph 37 for treatment of timing 
differences originating prior to the effective date.) Balance sheet accounts which arose from 
interperiod tax allocation and accounts stated on a net of tax basis prior to the effective date of this 
Opinion should be presented in the manner set forth in this opinion.
67. The Board recognizes that companies may apply this Opinion retroactively to periods 
prior to the effective date to obtain comparability in financial presentations for the current and 
future periods. If the procedures are applied retroactively, they should be applied to all material 
items of those periods insofar as the recognition of prior period tax effects of timing differences, 
operating losses and other deductions or credits is concerned. Any adjustments made to give 
retroactive effect to the conclusions stated in this Opinion should be considered adjustments of 
prior periods and treated accordingly.16
The Opinion entitled “Accounting for Income Taxes” was adopted by the assenting
votes of fourteen members of the Board, of whom one, Mr. Halvorson, assented with
qualification. Messrs. Biegler, Crichley, Davidson, Luper, Queenan and Walker dis­
sented.
Mr. Halvorson assents to the publication of the Opinion, but dissents to the first sentence of 
paragraph 67 which permits retroactive application. He believes that the recommendations for 
comprehensive allocation should be applied prospectively and that adjustments that may be 
required because of timing differences not recognized in years prior to the adoption of comprehen­
sive allocation should be accounted for when the future tax effects occur.
Messrs. Biegler, Davidson and Queenan dissent from this Opinion because they do not agree 
with the conclusion expressed in paragraph 34 that tax allocation should be applied on a com­
prehensive basis. They believe, instead, that income tax expense should be determined on the 
basis of partial allocation, as explained in paragraph 26 through 28. They believe that to the extent 
that comprehensive allocation deviates from accrual of income tax reasonably expected to be paid 
or recovered, it would result 1) in accounts carried as assets which have no demonstrable value 
and which are never expected to be realized, 2) in amounts carried as liabilities which are mere 
contingencies and 3) in corresponding charges or credits to income for contingent amounts. In 
their view, comprehensive allocation shifts the burden of distinguishing between real and contin­
gent costs, assets and liabilities from management and the independent auditor, who are best 
qualified to make such distinctions, to the users of financial statements.
Messrs. Biegler, Davidson and Queenan further believe that to require classification of de­
ferred taxes as a current asset or current liability, in the circumstances explained in paragraph 57, 
would contribute to a lack of understanding of working capital, because of the commingling of 
contingent items with items which are expected to be realized or discharged during the normal 
operating cycle of a business.
Mr. Queenan also objects to the procedure whereby changes were made in paragraphs 37 and 
66 subsequent to the issuance of the ballot draft which, in his opinion, should have had the benefit 
of open discussion in a Board meeting.
Mr. Luper and Mr. Crichley join in the dissent that has been prepared and submitted by
16See APB Opinion No. 9, Reporting the Results of Operations.
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Messrs. Biegler, Davidson and Queenan. In addition, Mr. Luper and Mr. Crichley wish to include 
the following two paragraphs as additional comments:
Mr. Luper and Mr. Crichley do not concur in paragraph 3 of the Opinion because they believe 
that it is inappropriate for the Board to issue an Opinion requiring comprehensive tax allocation, 
which will result in contingent long-term deferred debits and/or credits, without first completing 
its study and resolving the question of discounting deferred amounts to current value.
Finally, Mr. Luper and Mr. Crichley believe that substantial authoritative support exists for 
the concept of partial tax allocation, as evidenced by statements of corporate financial executives, 
independent practicing accountants, and accounting academicians and by the current accounting 
practices of a significant number of companies. This concept is presently embodied in ARB No. 43, 
Chapter 10, Section B, which states that tax allocation does not apply where there is a presump­
tion that particular differences between the tax return and the income statement will recur 
regularly over a comparatively long period of time. Consequently, they believe the prescription of 
the concept of comprehensive tax allocation is premature until there is greater evidence of the 
general acceptability of the comprehensive concept.
Mr. Walker believes the so-called comprehensive allocation of material items to be the pre­
ferred treatment; however, with the disclosure of the general bases used, it should be permissive 
to consistently use partial allocation as explained in paragraphs 26 through 28 and the financial 
presentations described in paragraphs 54 and 55.
NOTES
Opinions present the considered opinion of at least two-thirds of the members of the Account­
ing Principles Board, reached on a form al vote after examination of the subject matter.
Except as indicated in the succeeding paragraph, the authority of the Opinions rests upon 
their general acceptability. While it is recognized that general rules m ay be subject to exception, 
the burden of justifying departures from Board Opinions must be assumed by those who adopt 
other practices.
Action of Council of the Institute (Special Bulletin, Disclosure of Departures From Opinions 
of Accounting Principles Board, October 1964) provides that:
a. “Generally accepted accounting principles’’ are those principles which have substantial 
authoritative support.
b. Opinions of the Accounting Principles Board constitute “substantial authoritative sup­
port”.
c. “Substantial authoritative support” can exist for accounting principles that differ from  
Opinions of the Accounting Principles Board.
The Council action also requires that departures from  Board Opinions be disclosed in footnotes to 
the financial statements or in independent auditors’ reports when the effect of the departure on the 
financial statements is material.
Unless otherwise stated, Opinions of the Board are not intended to be retroactive. They are 
not intended to be applicable to immaterial items.
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APPENDIX A
Examples of Timing Differences
The following examples of timing differences are taken from Accounting Research Study No. 
9, Interperiod Allocation of Corporate Income Taxes, by Homer A. Black, pages 8-10. They are 
furnished for illustrative purposes only without implying approval by the Board of the accounting 
practices described.
(A) Revenues or gains are taxed after accrued for accounting purposes:
Profits on installment sales are recorded in accounts at date of sale and reported in 
tax returns when later collected.
Revenues on long-term contracts are recorded in accounts on percentage-of- 
completion basis and reported in tax returns on a completed-contract basis.
Revenue from leasing activities is recorded in a lessor’s accounts based on the 
financing method of accounting and exceeds rent less depreciation reported in tax 
returns in the early years of a lease.
Earnings of foreign subsidiary companies are recognized in accounts currently and 
included in tax returns when later remitted.
(B) Expenses or losses are deducted for tax purposes after accrued for accounting pur-
Estimated costs of guarantees and product warranty contracts are recorded in ac­
counts at date of sale and deducted in tax returns when later paid.
Expenses for deferred compensation, profit-sharing, bonuses, and vacation and 
severance pay are recorded in accounts when accrued for the applicable period and 
deducted in tax returns when later paid.
Expenses for pension costs are recorded in accounts when accrued for the applicable 
period and deducted in tax returns for later periods when contributed to the pension 
fund.
Current expenses for self-insurance are recorded in accounts based on consistent 
computations for the plan and deducted in tax returns when losses are later in­
curred.
Estimated losses on inventories and purchase commitments are recorded in accounts 
when reasonably anticipated and deducted in tax returns when later realized.
Estimated losses on disposal of facilities and discontinuing or relocating operations 
are recorded in accounts when anticipated and determinable and deducted in tax 
returns when losses or costs are later incurred.
poses:
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Estimated expenses of settling pending lawsuits and claims are recorded in accounts 
when reasonably ascertainable and deducted in tax returns when later paid.
Provisions for major repairs and maintenance are accrued in accounts on a systemat­
ic basis and deducted in tax returns when later paid.
Depreciation recorded in accounts exceeds that deducted in tax returns in early 
years because of:
accelerated method of computation for accounting purposes 
shorter lives for accounting purposes
Organization costs are written off in accounts as incurred and amortized in tax 
returns.
(C) Revenues or gains are taxed before accrued for accounting purposes:
Rent and royalties are taxed when collected and deferred in accounts to later periods 
when earned.
Fees, dues, and service contracts are taxed when collected and deferred in accounts 
to later periods when earned.
Profits on intercompany transactions are taxed when reported in separate returns, 
and those on assets remaining within the group are eliminated in consolidated finan­
cial statements.
Gains on sales of property leased back are taxed at date of sale and deferred in 
accounts and amortized during the term of lease.
Proceeds of sales of oil payments or ore payments are taxed at date of sale and 
deferred in accounts and recorded as revenue when produced.
(D) Expenses or losses are deducted for tax purposes before accrued for accounting pur­
poses:
Depreciation deducted in tax returns exceeds that recorded in accounts in early 
years because of:
accelerated method of computation for tax purposes 
shorter guideline lives for tax purposes
amortization of emergency facilities under certificates of necessity
Unamortized discount, issue cost and redemption premium on bonds refunded are 
deducted in tax returns and deferred and amortized in accounts.
Research and development costs are deducted in tax returns when incurred and 
deferred and amortized in accounts.
Interest and taxes during construction are deducted in tax returns when incurred 
and included in the cost of assets in accounts.
Preoperating expenses are deducted in tax returns when incurred and deferred and 
amortized in accounts.
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APPENDIX B
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD NO. 23
ACCOUNTING FOR INCOME TAXES—SPECIAL AREAS
INTRODUCTION
1. In December 1967 the Accounting Principles Board issued APB Opinion No. 11, 
Accounting for Income Taxes, but deferred modifying the practices of accounting for income 
taxes in five special areas identified in paragraphs 38 through 41 of that Opinion as requiring 
further study:
a. Undistributed earnings of subsidiaries
b. Intangible development costs in the oil and gas industry
c. “General reserves” of stock savings and loan associations
d. Amounts designated as “policyholders’ surplus” by stock life insurance companies
e. Deposits in statutory reserve funds by United States steamship companies.
2. The Board has examined the characteristics of the tax consequences of transactions in the 
three special areas designated (a), (c), and (d) above and sets forth in this Opinion its conclusions 
on appropriate accounting treatments. The Board continues to defer conclusions on intangible 
development costs in the oil and gas industry pending the issuance of an Opinion on extractive 
industries. The Board also defers conclusions on deposits in capital construction funds or statutory 
reserve funds by United States steamship companies until regulations covering the provisions of 
the Merchant Marine Act of 1970 are available; experience under the 1970 Act, which substan­
tially modified the Merchant Marine Act of 1936, is now limited. The Board also expresses in this 
Opinion its conclusions on accounting for taxes on income from investments in corporate joint 
ventures accounted for by the equity method in accordance with APB Opinion No. 18, The Equity 
Method of Accounting for Investments in Common Stock. APB Opinion No. 24 covers accounting 
for taxes on income from investments in common stock accounted for by the equity method (other 
than subsidiaries and corporate joint ventures).
3. This Opinion supersedes paragraph 16 of Accounting Research Bulletin No. 51, 
Consolidated Financial Statements paragraphs 38, 39, and 41 of APB Opinion No. 11 and para­
graph 19(j) of APB Opinion No. 18. Except as stated in the preceding sentence this Opinion does 
not modify APB Opinion No. 11.
4. This Opinion applies to financial statements which purport to present financial position, 
results of operations, and changes in financial position in conformity with generally accepted 
accounting principles. It does not apply to regulated industries in those circumstances meeting the 
standards described in the Addendum to APB Opinion No. 2, Accounting for the “Investment 
C red it.”
Discussion
5. In APB Opinion No. 11 the Board defined differences between taxable income and pretax 
accounting income as either timing differences or permanent differences and provided criteria for 
distinguishing between the differences. Timing differences are “Differences between the periods 
in which transactions affect taxable income and the periods in which they enter into the determi­
nation of pretax accounting income. Timing differences originate in one period and reverse or
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‘turn around’ in one or more subsequent periods.” Permanent differences are “Differences bet­
ween taxable income and pretax accounting income arising from transactions that, under applica­
ble tax laws and regulations, will not be offset by corresponding differences or ‘turn around’ in 
other periods.” The Board also recognized that the tax consequences of a number of other transac­
tions are somewhat similar to those of timing differences; however, the initial differences between 
taxable income and pretax accounting income related to the transactions may not reverse until 
indefinite future periods or may never reverse.
6. A timing difference arises when the initial difference between taxable income and pretax 
accounting income originates in one period and predictably reverses or turns around in one or 
more subsequent periods. The reversal of a timing difference at some future date is definite and 
the period of reversal is generally predictable within reasonable limits. Sometimes, however, 
reversal of a difference cannot be predicted because the events that create the tax consequences 
are controlled by the taxpayer and frequently require that the taxpayer take specific action before 
the initial difference reverses.
UNDISTRIBUTED EARNINGS OF SUBSIDIARIES
Discussion
7. Paragraph 16 of ARB No. 51, Consolidated Financial Statements, which is superseded by 
this Opinion, provided guides for interperiod allocation of income taxes that will be incurred at the 
date that previously undistributed earnings of subsidiaries are remitted to the parent company.1 
The concept of accruing income taxes for earnings included in consolidated income in accordance 
with ARB No. 51 has been applied inconsistently. Some believe that the only appropriate method 
is to accrue related deferred taxes substantially in accordance with paragraphs 36 and 37 of APB 
Opinion No. 11, while others believe that under the criteria set forth in ARB No. 51 a parent 
company need accrue related deferred taxes only if the transfer of earnings to the parent company 
in a taxable distribution is imminent or relatively certain. Disclosure of the accounting for income 
taxes on undistributed earnings of subsidiaries has often been inadequate. Some believe that the 
contingent liability for taxes that would be payable if the undistributed earnings of subsidiaries 
were remitted should be disclosed. In their view changing circumstances, often beyond the control 
of the parent company, may accelerate distribution of earnings of a subsidiary so that the parent 
company will incur a tax for which no provision has been made. They believe an inability to 
determine the exact amount of the tax that might be payable is in itself no justification for not 
accruing the best current estimate of the contingent liability. Others believe that instead the 
amount of undistributed earnings of subsidiaries for which a parent company has not accrued 
income taxes should be disclosed in notes to financial statements. In their view disclosure of a 
hypothetical tax which would be payable, assuming those earnings were distributed currently, 
implies a contradiction of the decision that it is not necessary to provide for income taxes on the 
earnings in the financial statements. They do not believe that such a hypothetical tax is normally a 
realistic quantification of the contingent taxes that would be incurred even if some portion of the 
undistributed earnings were remitted.
8. A domestic or foreign subsidiary remits earnings to a parent company after the parties 
consider numerous factors, including the following:
1Paragraph 16 of ARB No. 51 stated: “When separate income tax returns are filed, income taxes usually are incurred 
when earnings of subsidiaries are transferred to the parent. Where it is reasonable to assume that a part or all of the 
undistributed earnings of a subsidiary will be transferred to the parent in a taxable distribution, provision for related 
income taxes should be made on an estimated basis at the time the earnings are included in consolidated income, unless these taxes are immaterial in amount when effect is given, for example, to dividend-received deductions or foreign-tax 
credits. There is no need to provide for income tax to the parent company in cases where the income has been, or there is evidence that it will be, permanently invested by the subsidiaries, or where the only likely distribution would be in the 
form of a tax-free liquidation.”
92
a. Financial requirements of the parent company
b. Financial requirements of the subsidiary
c. Operational and fiscal objectives of the parent company, both long-term and short-term
d. Remittance restrictions imposed by governments
e. Remittance restrictions imposed by lease or financing agreements of the subsidiary
f. Tax consequences of the remittance.
Remittance of earnings of a subsidiary may sometimes be indefinite because of the specific long­
term investment plans and objectives of the parent company. Even in the absence of long-term 
investment plans, the flexibility inherent in the United States Internal Revenue Code may permit 
a parent company to postpone income taxes on the earnings of a subsidiary for an extended period 
or may permit the ultimate distribution to be taxed at special rates applicable to the nature of the 
distribution. Other circumstances may indicate that the earnings will probably be remitted in the 
foreseeable future. However, the parent company may control the events that create the tax 
consequences in either circumstance.
Opinion
9. The Board concludes that including undistributed earnings of a subsidiary2 in the pretax 
accounting income of a parent company, either through consolidation or accounting for the in­
vestment by the equity method, may result in a timing difference, in a difference that may not 
reverse until indefinite future periods, or in a combination of both types of differences, depending 
on the intent and actions of the parent company.
10. Timing difference. The Board believes it should be presumed that all undistributed 
earnings of a subsidiary will be transferred to the parent company. Accordingly the undistributed 
earnings of a subsidiary included in consolidated income (or in income of the parent company3) 
should be accounted for as a timing difference, except to the extent that some or all of the 
undistributed earnings meet the criteria in paragraph 12. Income taxes attributable to a timing 
difference in reporting undistributed earnings of a subsidiary should be accounted for in accor­
dance with the provisions of APB Opinion No. 11 for interperiod allocation of taxes. Problems in 
measuring and recognizing the tax effect of a timing difference do not justify ignoring income 
taxes related to the timing difference. Income taxes of the parent company applicable to a timing 
difference in undistributed earnings of a subsidiary are necessarily based on estimates and as­
sumptions. For example, the tax effect may be determined by assuming that unremitted earnings 
were distributed in the current period and that the parent company received the benefit of all 
available tax-planning alternatives and available tax credits and deductions.4 The income tax 
expense of the parent company should also include taxes that would have been withheld if the 
undistributed earnings had been remitted as dividends.
11. The tax effect of a difference between taxable income and pretax accounting income 
attributable to losses of a subsidiary should be accounted for in accordance with the Board’s 
conclusions on operating losses in paragraphs 44 through 50 of APB Opinion No. 11.
12. Indefinite reversal criteria. The presumption that all undistributed earnings will be 
transferred to the parent company may be overcome, and no income taxes should be accrued by 
the parent company, if sufficient evidence shows that the subsidiary has invested or will invest the 
undistributed earnings indefinitely or that the earnings will be remitted in a tax-free liquidation. 
A parent company should have evidence of specific plans for reinvestment of undistributed earn­
2The conclusions of the Board on undistributed earnings of a subsidiary also apply to the portion of the earnings of a 
Domestic International Sales Corporation (DISC) that is eligible for tax deferral.
3Paragraph 14 of APB Opinion No. 18.4As the unused tax credits that are recognized by the parent in determining deferred income taxes on undistributed 
earnings of a subsidiary are subsequently realized, the initial reduction in deferred taxes should be reinstated at the then 
current rates in accordance with the provisions of APB Opinion No. 11.
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ings of a subsidiary which demonstrate that remittance of the earnings will be postponed indefi­
nitely. Experience of the companies and definite future programs of operations and remittances 
are examples of the types of evidence required to substantiate the parent company’s representa­
tion of indefinite postponement of remittances from a subsidiary. If circumstances change and it 
becomes apparent that some or all of the undistributed earnings of a subsidiary will be remitted in 
the foreseeable future but income taxes have not been recognized by the parent company, it 
should accrue as an expense of the current period income taxes attributable to that remittance; 
income tax expense for such undistributed earnings should not be accounted for as an extraordi­
nary item. If it becomes apparent that some or all of the undistributed earnings of a subsidiary on 
which income taxes have been accrued will not be remitted in the foreseeable future, the parent 
company should adjust income tax expense of the current period; such adjustment of income tax 
expense should not be accounted for as an extraordinary item.
13. Change in investment. An investment in common stock of a subsidiary may change so 
that it is no longer a subsidiary because the parent company sells a portion of the investment, the 
subsidiary sells additional stock, or other transactions affect the investment. If the remaining 
investment in common stock should be accounted for by the equity method, the investor should 
recognize income taxes on its share of current earnings of the investee company in accordance 
with the provisions of APB Opinion No. 24. If a parent company did not recognize income taxes on 
its equity in undistributed earnings of a subsidiary for the reasons cited in paragraph 12 (and the 
company in which the investment is held ceases to be a subsidiary), it should accrue as a current 
period expense income taxes on undistributed earnings in the period that it becomes apparent5 
that any of those undistributed earnings (prior to the change in status) will be remitted; the 
accrual of those income taxes should not be accounted for as an extraordinary item. If a parent 
company recognized income taxes on its equity in undistributed earnings of a subsidiary, the 
amount of deferred income taxes of the parent attributable to undistributed earnings of the 
subsidiary should be considered in accounting for a disposition through sale or other transaction 
which reduces the investment.
14. Disclosure. Information concerning undistributed earnings of a subsidiary for which 
income taxes have not been accrued that should be disclosed in notes to financial statements 
includes:
a. A declaration of an intention to reinvest undistributed earnings of a subsidiary to sup­
port the conclusion that remittance of those earnings has been indefinitely postponed, or 
a declaration that the undistributed earnings will be remitted in the form of a tax-free 
liquidation, and
b. The cumulative amount of undistributed earnings on which the parent company has not 
recognized income taxes.6
INVESTMENTS IN CORPORATE JOINT VENTURES
Discussion
15. Corporate joint ventures, as defined in APB Opinion No. 18, are of two kinds: (1) those 
essentially permanent in duration and (2) those that have a life limited by the nature of the 
venture or other business activity. In APB Opinion No. 18 the Board concluded that the equity 
method of accounting best enables an investor in a corporate joint venture to recognize the 
underlying nature of the investment regardless of duration.
16. Unless characteristics indicate a limited life, a corporate joint venture has many of the
5The change in the status of an investment would not by itself mean that remittance of these undistributed earnings should be considered apparent.
6Other disclosure requirements in paragraphs 56-64 of APB Opinion No. 11 may also apply. Disclosure of other matters such as available tax credits and deductions may be desirable.
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characteristics of a subsidiary. The investors usually participate in the management of the joint 
venture, consider the factors set forth in paragraph 8 above, and agree (frequently before forming 
the venture) as to plans for long-term investment, for utilizing the flexibility inherent in the 
United States Internal Revenue Code, and for planned remittances.
Opinion
17. The Board concludes that the principles applicable to undistributed earnings of sub­
sidiaries (paragraphs 9, 10, 11, 12, and 13) also apply to tax effects of differences between taxable 
income and pretax accounting income attributable to earnings of corporate joint ventures that are 
essentially permanent in duration and are accounted for by the equity method.7
18. Disclosure. The disclosure requirements set forth in paragraph 14 also apply to earnings 
of corporate joint ventures.
“BAD DEBT RESERVES” OF 
SAVINGS AND LOAN ASSOCIATIONS
Discussion
19. Regulatory authorities require both stock and mutual savings and loan associations to 
appropriate a portion of earnings to general reserves8 and to retain the reserves as a protection 
for depositors. Provisions of the United States Internal Revenue Code permit a savings and loan 
association to deduct an annual addition to a reserve for bad debts8 in determining taxable income, 
subject to certain limitations. This annual addition permitted by the Code generally differs sig­
nificantly from the bad debt experience upon which determination of pretax accounting income is 
based. Thus, taxable income and pretax accounting income of an association usually differ.
20. Although a general reserve determined according to requirements of the regulatory 
authorities is not directly related to a reserve for bad debts computed according to provisions of 
the United States Internal Revenue Code, the purposes and restrictions of each reserve are 
similar. Amounts of bad debt deductions for income tax purposes are includable in taxable income 
of later years only if the bad debt reserves are used subsequently for purposes other than to 
absorb bad debt losses.
21. The term  pretax accounting income, as used in this section, represents income or loss for 
a period, exclusive of related income tax expense, determined in conformity with generally ac­
cepted accounting principles. The term taxable income, as used in this section, represents pretax 
accounting income (a) adjusted for reversal of provisions for estimated losses on loans and prop­
erty acquired in settlement of loans, and gains or losses on the sales of such property, and 
adjusted for permanent differences, and (b) after giving effect to the bad debt deduction allowable 
by the United States Internal Revenue Code assuming the applicable tax return were to be 
prepared based on such adjusted pretax accounting income.
22. Some believe that a difference between taxable income and pretax accounting income 
attributable to a bad debt reserve that is accounted for as part of the general reserve and 
undivided profits of a savings and loan association has attributes of a permanent or indefinite 
deferral of tax payments. In their view, a savings and loan association should not accrue income 
taxes on such differences. Others believe that this difference has the principal attributes of a 
timing difference as described in paragraphs 36 and 37 of APB Opinion No. 11. In effect, they
7Certain corporate joint ventures have a life limited by the nature of the venture, project, or other business activity. 
Therefore, a reasonable assumption is that a part or all of the undistributed earnings of the venture will be transferred to the investor in a taxable distribution. Deferred taxes should be recorded, in accordance with the concepts of APB Opinion 
No. 11 at the time the earnings (or losses) are included in the investor’s income.
8The terms general reserves and reserve for bad debts are used in the context of the special meaning these terms have in regulatory pronouncements and in the United States Internal Revenue Code.
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believe that this difference is a Government-sponsored deferral of tax, that the Government has 
an equity in the savings and loan association to the extent of the deferred tax, and that it is 
inappropriate to include earnings in stockholders’ equity without accruing income taxes which the 
association would incur if the earnings were distributed to stockholders or otherwise became 
subject to tax. In their view the savings and loan association should recognize deferred taxes on 
the difference.
Opinion
23. The Board concludes that a difference between taxable income and pretax accounting 
income attributable to a bad debt reserve that is accounted for as part of the general reserves and 
undivided profits of a savings and loan association9 may not reverse until indefinite future periods 
or may never reverse. The association controls the events that create the tax consequence, and 
the association is required to take specific action before the initial difference reverses. Therefore, 
a savings and loan association should not provide income taxes on this difference. However, if 
circumstances indicate that the association is likely to pay income taxes, either currently or in 
later years, because of known or expected reductions in the bad debt reserve, income taxes 
attributable to that reduction should be accrued as tax expense of the current period; the accrual 
of those income taxes should not be accounted for as an extraordinary item.
24. Disclosure. Information that should be disclosed in notes to financial statements of a 
savings and loan association concerning bad debt reserves that are accounted for as part of the 
general reserves and undivided profits includes:
a. The purposes for which the reserves are provided under the applicable rules and regula­
tions and the fact that income taxes may be payable if the reserves are used for other 
purposes, and
b. The accumulated amount of the reserves for which income taxes have not been 
accrued.10
25. The disclosure requirements set forth in paragraph 24 also apply to a parent company of a 
savings and loan association accounting for that investment either through consolidation or by the 
equity method.
“POLICYHOLDERS’ SURPLUS” OF 
STOCK LIFE INSURANCE COMPANIES
Discussion
26. The provisions of the United States Internal Revenue Code provide for the exclusion 
from taxable income of a stock life insurance company of amounts determined under a formula and 
the allocation of those amounts to policyholders’ surplus until the total policyholders’ surplus 
equals a specified maximum. The amounts excluded from taxable income and designated as 
policyholders’ surplus are includable in taxable income of later years if the company elects to (a) 
distribute policyholders’ surplus to stockholders as dividends, (b) transfer amounts from 
policyholders’ surplus to shareholders’ surplus designated for tax purposes as available for any 
business purpose, or (c) take, or if it fails to take, certain other specified actions (none of which 
usually occur).
27. Some believe that a difference between taxable income and pretax accounting income
9Paragraph 38 of APB Opinion No. 11 indicated that the “general reserves” of stock savings and loan associations was 
a special area requiring further study. In practice the statement also has been applied to mutual savings and loan associations and mutual savings banks. The Board affirms that its conclusions in this Opinion apply to stock and mutual 
savings and loan associations and mutual savings banks.10Other disclosure requirements in paragraphs 56-64 of APB Opinion No. 11 may also apply.
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attributable to amounts designated as policyholders’ surplus of a stock life insurance company has 
attributes of a permanent or indefinite deferral of tax payments. In their view, a stock life 
insurance company should not accrue income taxes on the difference between taxable income and 
pretax accounting income related to amounts designated as policyholders’ surplus unless circum­
stances indicate that the insurance company is likely to pay income taxes, either currently or in 
future years, because of known or expected reductions in policyholders’ surplus. Others believe 
that the difference has the principal attributes of a timing difference as described in paragraphs 36 
and 37 of APB Opinion No. 11. In effect, they believe that the difference is a Government- 
sponsored deferral of tax, that the Government has an equity in the stock life insurance company 
to the extent of the deferred tax, and that it is inappropriate to include earnings in stockholders’ 
equity without accruing income taxes which would be incurred by the stock life insurance com­
pany if those earnings were distributed to stockholders or otherwise became subject to tax. In 
their view the stock life insurance company should accrue deferred taxes on the difference.
Opinion
28. The Board concludes that a difference between taxable income and pretax accounting 
income attributable to amounts designated as policholders’ surplus of a stock life insurance com­
pany may not reverse until indefinite future periods or may never reverse. The insurance com­
pany controls the events that create the tax consequences and the company is generally required 
to take specific action before the initial difference reverses. Therefore, a stock life insurance 
company should not accrue income taxes on the difference between taxable income and pretax 
accounting income attributable to amounts designated as policyholders’ surplus. However, if 
circumstances indicate that the insurance company is likely to pay income taxes, either currently 
or in later years, because of known or expected reductions in policyholders’ surplus, income taxes 
attributable to that reduction should be accrued as a tax expense of the current period; the accrual 
of those income taxes should not be accounted for as an extraordinary item.
29. Disclosure. Information concerning amounts designated as policyholders’ surplus of a 
stock life insurance company that should be disclosed in notes to financial statements includes:
a. The treatment of policyholders’ surplus under the United States Internal Revenue Code 
and the fact that income taxes may be payable if the company takes certain specified 
actions, which should be appropriately described, and
b. The accumulated amount of the policyholders’ surplus for which income taxes have not 
been accrued.11
30. The disclosure requirements set forth in paragraph 29 also apply to a parent company of a 
stock life insurance company accounting for that investment either through consolidation or by the 
equity method.
EFFECTIVE DATE
31. The Opinion shall be effective for all fiscal periods beginning after December 31, 1971. 
However, the Board encourages earlier application of the provisions of this Opinion.
32. The conclusions of the Board on accounting for income taxes on undistributed earnings of 
subsidiaries and corporate joint ventures represent a clarification of current practice. Accord­
ingly, this Opinion should be applied retroactively to undistributed earnings of subsidiaries in­
cluded in consolidated financial statements and to undistributed earnings applicable to unconsoli­
dated subsidiaries and investments in corporate joint ventures accounted for by the equity 
method in accordance with APB Opinion No. 18. An adjustment resulting from a change in
11Other disclosure requirements in paragraphs 56-64 of APB Opinion No. 11 may also apply.
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accounting method to comply with this Opinion should be treated as an adjustment of prior 
periods, and financial statements presented for the periods affected should be restated.
33. The conclusions of the Board on “bad debt reserves” of savings and loan associations and 
amounts designated as “policyholders’ surplus” by stock life insurance companies agree generally 
with current practice. If application of this Opinion should result in a change in accounting 
principle, the adjustment should be treated as an adjustment of prior periods, and financial 
statements presented for the periods affected should be restated.
The Opinion entitled “Accounting for Income Taxes-Special Areas” was adopted by 
the assenting votes of fourteen members of the Board, of whom four, Messrs. Halvor­
son, Hellerson, Norr, and Watt, assented with qualification. Messrs. Bevis, Bows, 
Broeker, and Burger dissented.
Mr. Halvorson assents to the publication of this Opinion but believes that a company should 
be permitted to accrue taxes on differences between taxable income and pretax accounting income 
in any circumstances where management judgment so dictates and that the prohibition thereof 
expressed by the “should not” injunction in paragraphs 12, 23, and 28 will stifle what could be a 
desirable development in accounting. He further believes that the disclosure of the cumulative 
amount of untaxed earnings required by paragraphs 14, 24, and 29 should be coupled with a 
requirement to disclose the amount of such earnings for each period currently under report.
Mr. Hellerson assents to the issuance of this Opinion as he believes it does clarify and 
standardize the accounting in the areas encompassed by it. However, he qualifies his assent 
because of disagreement with the last two sentences of paragraph 12. It is his view that if 
undistributed earnings of a subsidiary on which income taxes have not been recognized are, in 
fact, remitted this may be prima facie evidence that the company’s plans have changed and a tax 
on the remainder of the undistributed earnings which have not, in fact, been reinvested should be 
provided. He also disagrees with the final sentence in paragraph 12 which sanctions the reversal 
of a tax previously accrued. It is his view that any plans for reinvestment of undistributed 
earnings should be applied prospectively and not retroactively, i.e., the tax expense for the 
current and future periods should be affected. Further, it is his understanding that the thrust of 
the portion of the Opinion pertaining to undistributed earnings of subsidiaries is that all such 
undistributed earnings give rise to a timing difference for which comprehensive interperiod in­
come tax allocation is required in accordance with APB Opinion No. 11, Accounting for Income 
Taxes. However, after giving effect to available tax-planning alternatives and available tax cred­
its and deductions the resulting tax effect of the timing difference may be nil. He believes that 
paragraph 10, and particularly the second sentence thereof, does not clearly describe this thrust.
Mr. Norr assents to the publication of this Opinion but objects to the conclusions of paragraph 
14(b). He believes that the most meaningful disclosure for the reader is the estimated amount of 
taxes that might be payable on undistributed earnings of the current period if such earnings were 
to be remitted currently taking into consideration all available tax-planning alternatives and 
available tax credits and deductions.
Mr. Watt assents to the issuance of this Opinion because it results in the accrual of only 
income taxes reasonably expected to be paid. However, he disagrees with the conclusions in 
paragraphs 12, 13, 23, and 28 that in all cases when circumstances change, income taxes not 
previously recognized or income taxes accrued but no longer required may never be accounted for 
as an extraordinary item. He believes that such adjustments should qualify as extraordinary in 
some cases based on a combination of extreme infrequency of occurrence and abnormal size. He 
further believes that this Opinion should not have an effective date prior to its issuance but 
instead should have been effective for fiscal periods beginning after December 31, 1972 to allow a 
reasonable time for preparation of information necessary to implement the Opinion.
Mr. Bevis dissents to this Opinion because he believes it contradicts the concepts of APB 
Opinion No. 11, Accounting for Income Taxes.
98
Messrs. Bows, Broeker, and Burger dissent to this Opinion because they believe the major 
conclusions relating to the omission of a requirement for providing deferred taxes are not sup­
ported in theory or logic by the provisions of the income tax laws. In their view, the Government 
sponsors a benefit by providing the use of tax funds during the deferment period (regardless of 
how long it may be), but it does not provide for the ultimate waiver of the taxes on those earnings. 
This Opinion validates a practice that they consider to be completely contrary to the underlying 
concepts of deferred tax accounting applicable to other businesses (APB Opinion No. 11) by 
sponsoring the idea that certain earnings may be accounted for on an accrual basis while the 
related income taxes are accounted for on the cash basis. They also believe that the accounting 
distinction provided in this Opinion for over 50% investors (no deferred income taxes) and in APB 
Opinion No. 24 for less than 50% investors (deferred taxes) is completely artificial.
NOTES
Opinions of the Accounting Principles Board present the conclusions of at least two-thirds of 
the members of the Board, which is the senior technical body of the Institute authorized to issue 
pronouncements on accounting principles.
Board Opinions are considered appropriate in all circumstances covered but need not be 
applied to immaterial items.
Covering all possible conditions and circumstances in an Opinion of the Accounting Princi­
ples Board is usually impracticable. The substance of transactions and the principles, guides, 
rules, and criteria described in Opinions should control the accounting for transactions not 
expressly covered.
Unless otherwise stated, Opinions of the Board are not intended to be retroactive.
Council of the Institute has resolved that Institute members should disclose departures from  
Board Opinions in their reports as independent auditors when the effect of the departures on the 
financial statements is material or see to it that such departures are disclosed in notes to the 
financial statements and, where practicable, should disclose their effects on the financial state­
ments (Special Bulletin, Disclosure of Departures from Opinions of the Accounting Principles 
Board, October 1964). Members of the Institute must assume the burden of justifying any such 
departures.
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APPENDIX C
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD NO. 24
ACCOUNTING FOR INCOME TAXES
—Investments in Common Stock Accounted for by the Equity Method 
(Other than Subsidiaries and Corporate Joint Ventures)
INTRODUCTION
1. In March 1971 the Accounting Principles Board issued APB Opinion No. 18, The Equity 
Method of Accounting for Investments in Common Stock, and stated that the guides in paragraph 
16 of ARB No. 51, Consolidated Financial Statements, should apply in accounting for income 
taxes on income recognized by an investor in common stock of an investee company until the APB 
issued an Opinion on the special areas referred to in paragraphs 38 through 41 of Opinion APB No. 
11, Accounting for Income Taxes. (See APB Opinion No. 23, Accounting for Income Taxes- 
S pecia l Areas.)
2. The Board has examined the characteristics of the tax consequences of transactions in this 
area and sets forth in this Opinion its conclusion on appropriate accounting for taxes on income 
from investments in common stock accounted for by the equity method (other than subsidiaries 
and corporate joint ventures) in accordance with APB Opinion No. 18.
3. This Opinion applies to financial statements which purport to present financial position, 
results of operations, and changes in financial position in conformity with generally accepted 
accounting principles. It does not apply to regulated industries in those circumstances meeting the 
standards described in the Addendum to APB Opinion No. 2, Accounting for the “Investment 
C red it.”
DISCUSSION
4. The Board concluded in APB Opinion No. 18 that an investor should follow the equity 
method of accounting for an investment in common stock if the investment in voting stock gives it 
the ability to exercise significant influence over operating and financial policies of an investee even 
though the investor holds 50% or less of the voting stock.
5. Under the equity method of accounting for investments, an investor recognizes its share of 
the earnings or losses of an investee in the periods for which they are reported by the investee in 
its financial statements rather than in the period in which an investee declares a dividend or the 
period in which an investor liquidates its investment. A reasonable assumption is that a part or all 
of the earnings of an investee ultimately transferred to the investor or realized through the sale or 
liquidation of the investment will be taxable to the investor. Some believe that the assumed 
eventual tax consequences have the essential characteristics of a timing difference, and accord­
ingly they would require interperiod tax allocation under the provisions of APB Opinion No. 11.
6. Others believe that the principles applicable to undistributed earnings of subsidiaries 
(paragraphs 9, 10, 11, 12 and 13) of APB Opinion No. 23 are equally applicable to undistributed 
earnings of investees (other than subsidiaries and corporate joint ventures) accounted for by the 
equity method and that income taxes should be provided only on the portion of undistributed 
earnings of an investee that represents a timing difference and not on the portion that available 
evidence indicates will be invested permanently or for an indefinite period. They emphasize that 
application of APB Opinion No. 18 is based on the presumption that the investor has the ability to
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exercise significant influence over the operating and financial policies of the investee, and accord­
ingly they believe that the investor must necessarily be presumed to have the ability to exercise 
significant influence on the extent to which and manner in which the earnings of an investee will 
be remitted or invested. Under such circumstances, they believe that the investor is in a position 
to determine and substantiate the effect of probable future remittances which may require an 
accrual of income tax.
OPINION
7. The Board concludes that the tax effects of differences between taxable income and pretax 
accounting income attributable to an investor’s share of earnings of investee companies (other 
than subsidiaries and corporate joint ventures) accounted for by the equity method in accordance 
with APB Opinion No. 18 are related either to probable future distributions of dividends or to 
anticipated realization on disposal of the investment and therefore have the essential characteris­
tics of timing differences. The Board believes that the ability of an investor to exercise significant 
influence over an investee differs significantly from the ability of a parent company to control 
investment policies of a subsidiary and that only control can justify the conclusion that undistri­
buted earnings may be invested for indefinite periods.
8. The Board believes that the determination of whether an investor’s equity in undistrib­
uted earnings of an investee will be realized in the form of dividends, will be realized by ultimate 
disposition of the investment, or a combination of both must be based on all facts and circum­
stances. If evidence indicates that an investor’s equity in undistributed earnings of an investee 
will be realized in the form of dividends, an investor should recognize income taxes attributable to 
the timing difference as if the equity in earnings of the investee that the investor included in 
income were remitted as a dividend during the period, recognizing available dividend-received 
deductions and foreign tax credits. Income taxes of the investor company should also include taxes 
that would have been withheld if the undistributed earnings had been remitted as dividends. If 
evidence indicates that an investor’s equity in undistributed earnings of an investee will be 
realized by ultimate disposition of the investment, an investor should accrue income taxes at­
tributable to the timing difference at capital gains or other appropriate rates, recognizing all 
available deductions and credits.
9. The tax effect of a difference between taxable income and pretax accounting income 
attributable to losses of an investee should be accounted for in accordance with the Board’s 
conclusions on operating losses in paragraphs 44 through 50 of APB Opinion No. 11.
10. Change in Investment. An investment in common stock of an investee (other than a 
subsidiary or corporate joint venture) may change so that the investee becomes a subsidiary 
because the investor acquires additional common stock, the investee acquires or retires common 
stock or other transactions affect the investment. Or, an investment in common stock of an 
investee may fall below the level of ownership necessary for the investor to have the ability to 
exercise significant influence over operating and financial policies of the investee because the 
investor sells a portion of the investment, the investee sells additional stock or other transactions 
affect the investment. If an investment in an investee increases so that it becomes a subsidiary, 
the deferred income taxes previously accrued by the investor in accordance with paragraphs 7 
through 9 should be included in the income of the parent company only as dividends from the 
subsidiary are received in amounts which exceed the parent company’s share of the earnings of 
the subsidiary subsequent to the date it became a subsidiary. Similarly, if an investment in the 
investee falls below the level of ownership necessary to enable the investor to follow the equity 
method of accounting, the deferred income taxes previously accrued by the investor should be 
included in the income of the former investor only as dividends from the former investee are 
received in amounts which exceed the former investor’s allocable share of earnings of the former 
investee subsequent to the date it ceased to qualify as an investee. The amount of deferred income 
taxes of the investor attributable to its share of the equity in earnings of the investee company
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should be considered in accounting for a disposition through sale or other transaction that reduces 
the investment.
EFFECTIVE DATE
11. This Opinion shall be effective for all fiscal periods beginning after December 31, 1971. 
However, the Board encourages earlier application of the provisions of this Opinion.
12. The conclusions of the Board on accounting for income taxes on investments in common 
stock (other than subsidiaries and corporate joint ventures) represent a clarification of current 
practice. Accordingly, this Opinion should be applied retroactively to undistributed earnings 
applicable to investments (other than subsidiaries and corporate joint ventures) accounted for by 
the equity method in accordance with APB Opinion No. 18. Adjustments resulting from a change 
in accounting method to comply with this Opinion should be treated as adjustments of prior 
periods, and financial statements presented for the periods affected should be restated.
The Opinion entitled “Accounting for Income Taxes—Investments in Common Stock
Accounted for by the Equity Method (Other than Subsidiaries and Corporate Joint
Ventures)” was adopted by the assenting votes of thirteen members of the Board, of
whom one, Mr. Bevis, assented with qualification. Messrs. Hampton, Hayes, Heller­
son, Horngren, and Watt dissented.
Mr. Bevis assents to the issuance of this Opinion because he believes that in most cases the 
results achieved are in substance equivalent to the application of the principles set forth in APB 
Opinion No. 11, Accounting for Income Taxes. However, he disagrees with the approach and the 
reasoning set forth in this Opinion because it implies the use of the “liability method” (see 
paragraph 8) of providing for deferred income taxes contrary to APB Opinion No. 11, and such 
implicit approval of the “liability method” is inappropriate in the absence of reconsideration of 
APB Opinion No. 11.
Messrs. Hampton, Hayes, Horngren, and Watt dissent to this Opinion because it requires 
provision for deferred taxes on undistributed earnings of investees (other than subsidiaries and 
corporate joint ventures) without regard to the circumstances and therefore in many cases will 
result in deferred tax credits that may never reverse and are mere contingencies. They concur 
with the view described in paragraph 6 that the principles applicable to undistributed earnings of 
subsidiary companies set forth in APB Opinion No. 23 are equally applicable to all companies 
accounted for by the equity method. They consider the distinction in paragraph 7 between sig­
nificant influence and control, upon which the Board relies heavily for its major conclusion, to be 
illusory in this context, since an investor with significant influence would necessarily have know­
ledge of the plans of the investee company for investment of earnings and dividends.
Further, Mr. Watt believes that this Opinion should not have an effective date prior to its 
issuance but instead should have been effective for fiscal periods beginning after December 31, 
1972 to allow a reasonable time for preparation of information necessary to implement the Opin­
ion.
Mr. Hellerson dissents to this Opinion because he concurs with the view described in para­
graph 6 that the principles applicable to undistributed earnings of subsidiaries and corporate joint 
ventures set forth in APB Opinion No. 23 are equally applicable to other companies accounted for 
by the equity method. In this connection reference is made to his qualified assent to APB Opinion 
No. 23.
NOTES
Opinions of the Accounting Principles Board present the conclusions of at least two-thirds of 
the members of the Board, which is the senior technical body of the Institute authorized to issue 
pronouncements on accounting principles.
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Board Opinions are considered appropriate in all circumstances covered but need not be 
applied to immaterial items.
Covering all possible conditions and circumstances in an Opinion of the Accounting Princi­
ples Board is usually impracticable. The substance of transactions and the principles, guides, 
rules, and criteria described in Opinions should control the accounting for transactions not 
expressly covered.
Unless otherwise stated, Opinions of the Board are not intended to be retroactive.
Council of the Institute has resolved that Institute members should disclose departures from  
Board Opinions in their reports as independent auditors when the effect of the departures on the 
financial statements is material or see to it that such departures are disclosed in notes to the 
financial statements and, where practicable, should disclose their effects on the financial state­
ments (Special Bulletin, Disclosure of Departures from Opinions of the Accounting Principles 
Board, October 1964). Members of the Institute must assume the burden of justifying any such 
departures.
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APPENDIX D
Excerpts from OPINIONS OF THE 
ACCOUNTING PRINCIPLES BOARD NO. 25
ACCOUNTING FOR STOCK ISSUED TO EMPLOYEES
16. Accounting for Income Tax Benefits. An employer corporation may obtain an income tax 
benefit related to stock issued to an employee through a stock option, purchase, or award plan. A 
corporation is usually entitled to a deduction for income tax purposes of the amount that an 
employee reports as ordinary income, and the deduction is allowable to the corporation in the year 
in which the amount is includable in the gross income of the employee. Thus, a deduction for 
income tax purposes may differ from the related compensation expense that the corporation 
recognizes,4 and the deduction may be allowable in a period that differs from the one in which the 
corporation recognizes compensation expense in measuring net income.
17. An employer corporation should reduce income tax expense for a period by no more of a 
tax reduction under a stock option, purchase, or award plan than the proportion of the tax 
reduction that is related to the compensation expense for the period. Compensation expenses that 
are deductible in a tax return in a period different from the one in which they are reported as 
expenses in measuring net income are timing differences (APB Opinion No. 11, paragraphs 34 to 
37), and deferred taxes should be recorded. The remainder of the tax reduction, if any, is related 
to an amount that is deductible for income tax purposes but does not affect net income. The 
remainder of the tax reduction should not be included in income but should be added to capital in 
addition to par or stated value of capital stock in the period of the tax reduction. Conversely, a tax 
reduction may be less than if recorded compensation expenses were deductible for income tax 
purposes. If so, the corporation may deduct the difference from additional capital in the period of 
the tax reduction to the extent that tax reductions under the same or similar compensatory stock 
option, purchase, or award plans have been included in additional capital.
18. A corporation may, either by cash payment or otherwise—for example, by allowing a 
reduction in the purchase price of stock—reimburse an employee for his action related to a stock 
option, purchase, or award plan that results in a reduction of income taxes of the corporation. The 
corporation should include the reimbursement in income as an expense.
4A corporation may he entitled to a deduction for income tax purposes even though it recognizes no compensation expense in measuring net income.
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APPENDIX E
Excerpts from ACCOUNTING FOR INCOME TAXES
AN INTERPRETATION OF APB OPINION NO. 11 
By Donald J. Bevis and Raymond E. Perry
INTERPERIOD TAX ALLOCATION
Objective
The Opinion adopted the comprehensive allocation concept which requires interperiod alloca­
tion of income taxes in the case of all material timing differences, both recurring and nonrecurr­
ing. The objective of interperiod allocation of income taxes is to match the income tax expense 
reported in an income statement for a specific period with the revenues and other expenses 
reported for that period. Stated another way, reported income tax expense should represent the 
tax effects or tax consequences of the revenues and expenses included in income before income 
taxes (which is referred to in the Opinion as “pretax accounting income”).
The Board rejected the partial allocation viewpoint which generally would require inter­
period allocation only for nonrecurring differences. Under prior pronouncements of the Commit­
tee on Accounting Procedure, interperiod allocation was required for nonrecurring differences 
and for some but not all recurring differences.2 Practice had been mixed with regard to types of 
recurring differences where allocation was not specifically required under prior pronouncements.
Alternative Methods Considered by the APB
The Opinion adopted the deferred method of applying tax allocation and rejected the 
alternatives—the liability and the net of tax methods.3 The three methods are discussed in detail 
in Accounting Research Study No. 9 and are summarized in the Opinion. Each of the three 
methods was considered by the Accounting Principles Board in its deliberations.
Generally, the same amount of net income would be reported under each of the three tax 
allocation methods if tax rates never changed or no new taxes were imposed. The effect on net 
income of changes in tax rates or the imposition of new taxes, however, will vary depending upon 
which of the three methods is used. Also, the net of tax method may yield different net income 
amounts when depreciation or amortization expense is capitalized or included in inventories and 
treated as a cost of future periods. Financial statement presentation varies depending upon the 
method used.
The deferred method of allocation “ . . .  is a procedure whereby the tax effects of current 
timing differences are deferred currently and allocated to income tax expense of future periods
2ARB No. 43, Chapter 10, Section B, Taxes: Income Taxes, paragraph 1, stated that “The section does not apply 
where there is a presumption that particular differences between the tax return and the income statement will recur 
regularly over a comparatively long period of time.”3Prior pronouncements permitted the use of any of the three methods—deferred, liability or net of tax. For example, 
see ARB No. 43, Chapter 9 Section C, Depreciation: Emergency Facilities—Depreciation, Amortization and Income 
Taxes (paragraphs 11-13); ARB No. 44 (Revised), Declining-balance Depreciation (paragraphs 4, 5, 7 and 10); ARB No. 51, Consolidated Financial Statements (paragraph 17); APB Opinion No. 5, Reporting of Leases in Financial Statements 
of Lessee (paragraph 21); and APB Opinion No. 6, Status of Accounting Research Bulletins (paragraph 23).
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when the timing differences reverse. The deferred method emphasizes the tax effects of timing 
differences on income of the period in which the differences originate. The deferred taxes are 
determined on the basis of the tax rates in effect at the time the timing differences originate4 and 
are not adjusted for subsequent changes in tax rates or to reflect the imposition of new taxes.” 
The tax effects of transactions which reduce taxes currently payable (or create a refund of taxes 
because of a loss carryback) are treated as deferred tax credits; the tax effects of transactions 
which increase taxes currently payable (or reduce the amount of a refund of taxes because of a 
loss carryback) are treated as deferred tax charges. Such deferred credits and charges are 
amortized to income tax expense in future years as the original timing differences reverse and 
enter into the determination of pretax accounting income.
Advocates of the liability method consider income tax expense for a period to represent the 
taxes paid or to be paid on the components of pretax accounting income. Differences between tax 
expense for accounting purposes and taxes currently payable, which result from timing differ­
ences, are viewed as either liabilities for taxes payable in the future, or assets for prepaid taxes. 
Under the liability method, taxes are computed at the rates in effect or expected to be in effect 
when the components of pretax accounting income are reported in an income tax return. Adjust­
ments of the liability or prepaid accounts are made whenever tax rates change or new taxes are 
imposed.
The advocates of the net of tax method consider that tax allocation (determined by either the 
deferred or liability methods) should give explicit recognition to the fact that taxability and tax 
deductibility are factors in the valuation of assets and liabilities and the related revenues and 
expenses. Under the net of tax method, deferred tax accounts are not presented separately in the 
balance sheet, but instead are shown as reductions of the related assets and liabilities. Also, some 
advocates of the net of tax method would follow a similar procedure in the income statement and 
show the income statement effects of tax allocation as adjustments to the related revenue and 
expense accounts.
Under either the deferred or the liability methods, it is possible to determine from the 
financial statements the effects of tax allocation; this is not possible under the net of tax method 
without extensive additional disclosures.
The deferred method is considered to be preferable to the liability method because, although 
deferred tax charges and deferred tax credits are similar in some respects to receivables and 
payables, they do not represent receivables and payables in the usual sense. Also, the deferred 
method has the practical advantage that it neither requires assumptions as to future tax rates or 
the imposition of new taxes, nor does it require adjustments of balance sheet deferred tax ac­
counts when tax rates change or new taxes are imposed.
In substance, the deferred method, being income statement oriented, measures the tax cost 
or tax benefit of a timing difference on the basis of the tax rates in effect at the time the difference 
originates. The liability method, being balance sheet oriented, relates the cost or benefit to the 
amount actually payable or expected to be payable. For example, assume that a company owns 
one building and adopts accelerated depreciation for tax purposes and straightline depreciation for 
accounting purposes. Under the deferred method, the tax effects would be equal to the reduction 
or increase in income taxes payable attributable to the difference between depreciation claimed 
for tax purposes and the amount recognized for accounting purposes. Under the liability method, 
the tax effects would be based on the taxes expected to be payable over the period in which the
4The Revenue and Expenditure Control Act of 1968, which became law on June 28, 1968, imposes a 10% income tax surcharge retroactive to January 1, 1968 for corporations. The surcharge should be considered for financial accounting purposes under the Opinion as a change in tax rates effective as of that date even though it may be only a temporary 
change. Accordingly, the tax effects of timing differences originating in a taxable period subject to the surcharge should be 
computed as if the law had actually been in effect on January 1, 1968.
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property will be held. Conceivably, such tax effects could be computed at “capital gains” rates if 
there was an intention to dispose of the property at a later date and it was apparent that a capital 
gain would result.
Deferred taxes relating to an originating timing difference are computed, under the deferred 
method, as the difference in income taxes payable that would result from (a) including the effect of 
the timing difference in the calculation of income taxes payable and (b) excluding the effect of the 
timing difference from such calculation.
The deferred method may be applied to each individual transaction or similar transactions 
may be grouped. When similar transactions are grouped, either (1) originating differences and 
reversing differences may each be considered separately, or (2) the originating and reversing 
differences may be combined.
Differences between pretax accounting income and taxable income may be either “timing 
differences” which require interperiod tax allocation or “permanent differences” which do not 
require interperiod tax allocation. The distinction between timing differences and permanent 
differences can best be explained by considering the technical definitions included in the Opinion 
together with specific examples.
Timing Differences
Timing differences are defined as—
“Differences between the periods in which transactions affect taxable income and 
the periods in which they enter into the determination of pretax accounting income. 
Timing differences originate in one period and reverse or ‘turn around’ in one or 
more subsequent periods. Some timing differences reduce income taxes that would 
otherwise be payable currently; others increase income taxes that would otherwise 
be payable currently.”
When timing differences occur, the income tax currently payable as shown on the income tax 
return for a period may not be the appropriate amount of income tax expense to match with the 
pretax accounting income for the period. In order to obtain proper matching, it is usually neces­
sary to report as income tax expense an amount that is more or less than income taxes currently 
payable. In substance, the Opinion requires the recognition of the tax effects as income tax 
expense in the same periods as the related transactions are recognized in the determination of net 
income for financial accounting purposes. The cumulative effects of timing differences at any date 
appear in the balance sheet as deferred taxes—either deferred charges or deferred credits.
Transactions which give rise to timing differences are classified into four categories—(1) 
revenues or gains taxed after accrual for accounting purposes, (2) expenses or losses deducted for 
tax purposes after accrual for accounting purposes, (3) revenues or gains taxed before accrual for 
accounting purposes, and (4) expenses or losses deducted for tax purposes before accrual for 
accounting purposes.
For example, the gross profit on installment sales is customarily recognized for accounting 
purposes at the time of sale. However, under certain circumstances, it is possible to defer the 
inclusion of gross profit in taxable income until subsequent periods when the receivables arising 
from the installment sales are collected. Thus, in the period of sale, an originating timing differ­
ence occurs because gross profit is included in accounting income, but not in taxable income. In 
subsequent periods, a reverse timing difference occurs when the installment accounts receivable 
are collected and gross profit is recognized in the tax returns but not in the accounts.
A simplified illustration of an originating timing difference is presented below. The illustra­
tion assumes that a company has sold merchandise on the installment basis for the first time and 
recognizes the gross profit thereon for accounting purposes at the time of sale but elects the 
installment method for tax purposes.
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Year 1
Pretax accounting income
Gross margin on uncollected installment sales at end of year
Taxable income
Taxes estimated to be payable (assuming a 48% rate less 
surtax exemption)
Charge equivalent to reduction in income taxes arising from 
installment method of reporting for tax purposes (excess 
of 48% of $1,000,000, less $6,500, over $377,500; or 
48% of $200,000)
Income tax expense as shown in income statement
$1,000,000 
200,000 
$ 800,000
$ 377,500
96,000 
$ 473,500
A deferred tax is amortized when the reverse timing difference takes place. Thus, in the case 
of installment sales, as the installment receivables are collected, and the gross profit is recognized 
for tax purposes, income tax expense is reduced by the amortization of the deferred tax credits 
previously recorded.
Continuing the preceding illustration, the amortization of deferred taxes related to the re­
verse timing difference appears as follows:
Year 2
Pretax accounting income $1,000,000
Gross margin on prior year’s sales collected during the 
current year 200,000
Taxable income $1,200,000
Taxes estimated to be payable (assuming a 48% rate less 
surtax exemption plus 10% surcharge) $ 626,450
Amortization of deferred taxes set up in prior year (credit) (96,000)
Income tax expense as shown in income statement $ 530,450
These illustrations show the effect of a timing difference arising from the use of the install­
ment method for tax purposes and the effect of a change in the tax rate.
In a typical case where installment sales occur each year, there would be both originating 
differences and reversing differences each year. Accordingly, the increase or decrease in the 
deferred tax credit balance would be the combination of the tax effects from originating differ­
ences and the tax effects of reversing differences. Thus, income tax expense appearing in the 
financial statements might be higher or lower than taxes currently payable.
It should be noted that at least two periods are affected by each initial timing difference—the 
period in which the difference originates and a subsequent period (or periods) when the initial 
difference reverses.
Another example of a relatively simple kind of recurring timing difference is a provision for 
product warranty expenses which originates in one period and reverses in one or more future 
periods. The provision is recorded for accounting purposes during the period when the warrantied 
products are sold. However, an income tax deduction is not allowed until the period when expen­
ditures under the warranty are made. For the period when the timing difference originates, 
warranty expense for accounting purposes exceeds warranty expense for tax purposes; and, 
consequently, taxable income is greater than pretax accounting income and income taxes payable 
are greater than income tax expense for accounting purposes. In effect, a portion of the income 
taxes are prepaid. During a subsequent period a reverse timing difference occurs when expendi­
tures under the warranty are made. In the period of reversal, warranty expense for tax purposes 
exceeds warranty expense for accounting purposes; consequently, taxable income and income 
taxes are reduced.
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In the not uncommon situation where the warranty period runs for more than one year, the 
reverse timing differences occur in part during each year of the warranty period. Under these 
circumstances, the total of the reverse timing differences for several periods will be equal to the 
original timing difference occuring during the period when the warrantied products were sold. In 
many cases it will be impracticable to relate recurring originating timing differences to the 
reverse timing differences because of the number of transactions involved. This problem becomes 
particularly important when the tax rates applied to originating differences change from period to 
period. In these cases an arbitrary assumption as to reversal may be necessary. Application of 
either first-in, first-out, or averaging techniques would be appropriate in these situations.
A more complex example of timing difference occurs when an accelerated method of deprecia­
tion is used for tax purposes, while the straightline method is used for accounting purposes. In 
such cases, the depreciation accounting following the purchase of a unit of depreciable property 
results in originating timing differences each period for a number of periods during which tax 
depreciation exceeds accounting depreciation. In later periods reverse timing differences occur as 
accounting depreciation exceeds tax depreciation. The reversal period is, of course, known. Even 
for this type of timing difference, however, an arbitrary flow assumption—either first-in, first-out 
or averaging—may be necessary in order to relate specific reverse timing differences to specific 
originating timing differences. The problems of specific identification of reverse timing differences 
with originating timing differences become further complicated if not impossible, if a composite 
rate of depreciation is used for a group of assets, the individual units of which have different life 
cycles.
Permanent Differences
Permanent differences are defined as—
“Differences between taxable income and pretax accounting income arising from 
transactions that, under applicable tax laws and regulations, will not be offset by 
corresponding differences or ‘turn around’ in other periods.”
Timing differences involve both an originating difference and, subsequently, a reverse differ­
ence. Differences between accounting and taxable income, however, are permanent if an originat­
ing difference is never followed by a reverse difference. Interperiod tax allocation should not be 
applied to permanent differences because the amount of income tax payable is the proper income 
tax expense to match with the revenues and other expenses reported for the period in which the 
differences occur.
Permanent differences may arise under the tax law because specified revenues are exempt 
from taxation or specified expenses are not deductible. Examples of exempt revenues are life 
insurance proceeds and interest on municipal obligations. Examples of non-deductible expenses 
are premiums paid on officers’ life insurance and fines. Amortization of goodwill recorded for 
accounting purposes gives rise to a permanent difference if it is not deductible for tax purposes.
Permanent differences also arise if items enter into the determination of taxable income but 
are never recognized in determining accounting income. Examples are the excess of statutory 
depletion over cost depletion and the special deduction for certain dividends received which are 
recognized for tax purposes but not for accounting purposes.
A permanent difference also results if different bases of carrying property for accounting 
purposes and for tax purposes produce amounts for depreciation or amortization different for tax 
purposes than for accounting purposes. Also, gains or losses for tax purposes upon dispositions of 
such property may differ from those recognized for accounting purposes. Different bases for 
property frequently result from write-downs of assets in a reorganization. Different bases may 
also occur from business combinations accounted for as purchases and treated as tax-free ex­
changes or from business combinations accounted for as poolings of interests and treated as 
taxable exchanges. Similarly, in the case of a donation of property, accounting expense could be
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recorded on the basis of the net carrying amount of the property whereas the tax deduction would 
be for the fair value on the date of gift.
Nonqualified stock option plans may result in permanent differences. Compensation should 
be recorded in the accounts at the date of grant equal to the difference between the option price 
and the fair value of the optioned stock at that date; the deduction for tax purposes, if any, cannot 
be taken until the option is exercised. The difference between the fair value at date of grant and 
the option price constitutes a timing difference and tax allocation procedures should be applied. 
This difference reverses when the option is exercised or expires. The deduction for tax purposes 
at the time of exercise is based upon the fair value of the stock at that time. Any difference 
between the fair value at that time and the fair value at date of grant should under one theory be 
treated as an adjustment of compensation; however, inasmuch as current practice does not re­
quire the recognition of this element of compensation, it should be treated, in principle, in the year 
the option is exercised as a permanent difference because it is never followed by a reversing 
difference.5
Likewise, qualified stock option plans may give rise to permanent differences. Under these 
plans there are certain restrictions as to the sale of the stock. If the restrictions are not met, the 
employee may have taxable income and the corporation may have a tax deduction.5
In summary, tax benefits or tax costs related to transactions affecting income for a period 
should be reflected in the income statement for that period. If there are no timing differences 
affecting income for a period, the income statement will show only the taxes estimated to be 
payable for the period as income tax expense; any tax benefits or tax costs related to permanent 
differences occurring in the period pertain to that period.
Computation of Deferred Taxes
The Opinion requires that “The tax effect of a timing difference should be measured by the 
differential between income taxes computed with and without inclusion of the transaction creating 
the difference between taxable income and pretax accounting income.” In computing such diffe­
rentials, “taxable income” is defined as “the excess of revenues over deductions or the excess of 
deductions over revenues to be reported for income tax purposes for a period” except that 
“deductions” do not include loss carrybacks or loss carryforwards. Accordingly, in theory, a 
separate computation is required for each originating timing difference in order to determine what 
the tax would have been both with and without including the timing difference. In practice, the 
same result will often be obtained if the current tax rate is simply applied to the amount of the 
timing difference. In some cases, however, the same result will not be obtained by use of the 
“short-cut” approach. Differences may result from the effect of the investment credit or a foreign 
tax credit, the existence of an operating loss for the period, or the fact that an operating loss 
would be incurred if a timing difference is excluded.
Two alternative approaches to the computation of the tax effects of timing differences are set 
forth in paragraph 37 of the Opinion, which states:
“In computing the tax effects referred to in paragraph 36, timing differences may be 
considered individually or similar timing differences may be grouped. The net 
change in deferred taxes for a period for a group of similar timing differences may be 
determined on the basis of either (a) a combination of amounts representing the tax 
effects arising from timing differences originating in the period at the current tax 
rates and reversals of tax effects arising from timing differences originating in prior 
periods at the applicable tax rates reflected in the accounts as of the beginning of the
5In practice the tax effects of these transactions are generally treated as adjustments of capital inasmuch as they are 
associated with the issuance of the stock and not with the measurement of income.
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period; or (b) if the applicable deferred taxes have been provided in accordance with 
this Opinion on the cumulative timing differences as of the beginning of the period, 
the amount representing the tax effects at the current tax rates of the net change 
during the period in the cumulative timing differences.”
Similar timing differences refer to individual timing differences which arise from the same 
kinds of transactions. For example, all differences between accounting depreciation and tax 
depreciation may be grouped together as similar differences even though they may relate to many 
individual assets acquired during various years. Also, differences between accounting and taxable 
income arising from deferral for tax purposes of gross margin on installment sales may be grouped 
together as similar differences even though they may represent many individual sales occurring 
over a number of different periods. However, depreciation timing differences should not be 
combined with gross margin timing differences.
For convenience, the method of computation set forth in (a) in the preceding quotation is 
referred to as the “gross change method”, because, for each group of similar timing differences, 
separate computations are made for the tax effects of originating differences based on current tax 
rates and for the tax effects of reversing differences at the applicable tax rates reflected in the 
accounts at the beginning of the period. The method of computation described under (b) is refer­
red to as the “net change method”, because a single computation is made at the current tax rates 
for the net cumulative effect of both originating and reversing differences occurring during a 
period relating to a particular group of similar timing differences.
For each kind of “similar” differences, a company may choose to compute deferred taxes 
either on individual transactions or for groups of transactions and in the latter case by either the 
gross change or net change methods. Once chosen, the same method should be consistently 
employed for the specific kind of similar differences. If the method of computation is changed, a 
consistency exception will be required in the auditor’s report where the effect is material.
Under all three methods of computation (individual transaction, gross change, or net change) 
the tax effect is based on a differential calculation.6 Under either the individual transaction or the 
gross change methods the reversal of tax effects of timing differences originating prior to the 
effective date of the Opinion may be recognized only if the applicable deferred taxes had been 
provided for in accordance with the Opinion either in the prior periods, or retroactively as of the 
effective date of the Opinion. The net change method may be employed only if the deferred taxes 
applicable to the net cumulative differences of prior periods were provided in those periods or 
retroactively as of the effective date of the Opinion.
The provisions discussed in the preceding paragraphs were included in the Opinion so that a 
company that was not applying interperiod tax allocation for any particular kind of timing differ­
ence prior to the effective date of the Opinion could not use the tax effects of the reversal of that 
difference to offset deferred taxes required to be recognized for current originating timing differ­
ences.
For example, assume that research and development expenditures are capitalized when 
incurred and amortized in subsequent periods for accounting purposes, but are deducted when 
incurred for tax purposes, and that no provision has been made in the past for the applicable 
deferred taxes. After the effective date of the Opinion, deferred tax credits (equivalent to the tax 
benefits received) must be provided by a charge against income with respect to any expenditures 
which are capitalized for accounting purposes but are claimed as tax deductions in the period of
6The calculation should take into consideration all taxes based on income—United States, foreign, state and local. As a 
practical matter, where companies are subject to a number of jurisdictions which have income taxes, the rates to be used in 
the calculation are often determined by increasing the United States income tax rate by a percent equivalent to the effect 
of the taxes imposed by the other jurisdictions.
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expenditure. However, as these costs which were capitalized prior to the effective date of the 
Opinion are amortized during periods after the effective date, the tax effects of such reverse 
timing differences may not be considered as a reduction of the provision of deferred taxes required 
for differences originating after the effective date.
Illustrations of the procedures followed in computing deferred taxes comparing the gross 
change method with the net change method are presented in Exhibits I and Ia. They are not 
intended as typical illustrations but rather to illustrate some of the complications that may be 
encountered in practice. The illustrations also demonstrate that the current provision for deferred 
taxes is not necessarily the amount obtained by applying the current statutory tax rate to the 
amounts of the timing differences.
Amortization of Deferred Taxes
The amortization of deferred taxes upon reversal of nonrecurring timing differences usually 
presents no special problems. If the entire reverse timing difference occurs during one period 
subsequent to the period of origination, the entire deferred tax set up at the time of origination is 
amortized to income tax expense during the period of reversal. If the timing difference reverses 
over two or more periods, the deferred tax recognized at the time of origination is amortized in 
each of the subsequent periods of reversal in proportion to the amount of the reverse timing 
difference in each period relative to the total original timing difference.
Sometimes when the gross change method of computing deferred taxes is employed for 
recurring timing differences, it may be possible to associate specific reverse timing differences 
with specific originating timing difference. Under such circumstances, the amortization of defer­
red taxes is similar to that previously described for nonrecurring timing differences. There are 
instances of recurring timing differences, however, in which it is not possible to associate a 
specific reverse difference with a specific originating difference. Often in such circumstances the 
total deferred tax account applicable to the particular type of, or group of similar, timing differ­
ences has been accumulated over a number of years at varying rates. It is appropriate in such 
circumstances to amortize a portion of the aggregate deferred tax balance at the beginning of the 
period by use of either the first-in, first-out flow assumption or the average rate assumption.
Under the first-in, first-out assumption, the earliest additions to the deferred tax account are 
amortized first. Application of the first-in, first-out assumption requires a record of amounts of 
deferred taxes by year of addition. Under the average rate assumption, the amount of deferred 
tax amortized is determined by applying the ratio of aggregate deferred taxes to aggregate timing 
differences at the beginning of the period, to the amount of the reverse timing difference during 
the period. The practice adopted for amortization of deferred taxes, where specific identification is 
not possible, should be consistently followed; otherwise, if the effect is material a consistency 
exception will be required in the auditor’s report.
Amortization procedures are different when the net change method of computing deferred 
taxes is employed. Under the net change method no amortization of deferred taxes is recorded for 
periods in which the aggregate timing differences increase. In each period in which the aggregate 
timing differences decrease, deferred taxes are amortized. Such amortization is computed as the 
difference between income tax on taxable income and income tax on taxable income less the 
reduction in aggregate timing differences. The amortization of deferred taxes, however, cannot 
exceed the amounts previously provided. In a period when reversal of all timing differences of a 
particular type occurs, the entire related deferred tax account should be amortized regardless of 
the amount determined under the differential computation. For example, a company that has been 
using the installment method of accounting for gross margin on installment sales for tax purposes 
may decide to abandon the installment method by selling all installment receivables. The entire 
amount of deferred tax credits relative to installment sales which was carried over from the 
preceding period should then be amortized.
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EXHIBIT I
COMPUTATION OF DEFERRED TAXES UNDER 
ALTERNATIVE APPROACHES FOR 
TWO KINDS OF TIMING DIFFERENCES
Assumptions
1. All prior deferred taxes are at an average rate of 48%
2. Current period tax rate is 48% less surtax exemption of $6 and plus 10% surcharge
3. Current period investment credit is $0
Computation of taxable income
Pretax accounting income
Timing differences from use of accelerated depreciation 
for tax purposes and straightline depreciation for 
accounting purposes:
Originating—tax depreciation in excess of 
accounting depreciation
Reversing—accounting depreciation in excess of tax 
depreciation 
Net change
Timing differences from use of installment method for tax 
purposes and accrual method for accounting purposes: 
Originating—gross margin on current period sales 
uncollected at end of period 
Reversing—gross margin on prior period sales 
collected during current period 
Net change 
Taxable income
Gross Change Net Change 
Method Method
(thousands of dollars)
$500 $500
(500)
100
(400)
(300)
400
100
$200 $200
Computation of tax estimated to be currently payable
48% rate $ 96
Surtax exemption ( 6)
10% surcharge 9
$ 99
$ 96 
( 6) 
9
$ 99
Computation of deferred tax on depreciation timing difference
Taxable income $200 $200
Originating or net change in depreciation timing 
differences 500 400
Adjusted taxable income—“without” timing differences $700 $600
Tax on adjusted taxable income $363(a) $310(a)
Tax currently payable 99 99
Differential equivalent to tax effects of timing 
differences to be added to deferred tax credit $264 $211
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EXHIBIT 1 (continued)
Computation of deferred tax on deferred 
gross margin timing differences
Taxable income $200 $200
Originating or net change in gross margin timing
differences 300 (100)
Adjusted taxable income—“without” timing differences $500 $100
Tax on adjusted taxable income $257 (a) $ 46 (a)
Tax currently payable 99 99
Differential equivalent to tax effects of timing 
differences to be added to (or deducted from)
deferred tax credit $158 $( 53)
Summary of changes in deferred tax credit balance
Additions to deferred credits arising from 
originating differences:
Depreciation $264
Deferred gross margin 158
Arising from increase in cumulative depreciation 
differences
Amortization of deferred credits arising from 
reversing differences:
Depreciation—(48% of $100) ( 48)
Deferred gross margin—(48% of $400) (192)
Net amortization arising from reduction in cumulative 
deferred gross margin
Net Increase $182 (b)
$211
( 53) 
$158 (b)
Notes:
(a) 48% of adjusted taxable income (“without” timing difference), less surtax exemption of 
$6 and plus 10% surcharge.
(b) The difference between the net increase in the deferred tax credit balance of $182 under 
the gross change method and $158 under the net change method, or $24 (in effect 4.8% of 
$500, the aggregate amount of reversing timing differences) represents the effect of 
using (1) under the gross change method the current tax rate for originating differences 
and the effective prior period rates for reversing differences and (2) under the net 
change method the current tax rate for the cumulative net effect on both originating and 
reversing differences.
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EXHIBIT 1a
COMPUTATION OF DEFERRED TAXES UNDER 
ALTERNATIVE APPROACHES FOR 
TWO KINDS OF TIMING DIFFERENCES
Assumptions
Same as Exhibit 1, except current period investment credit is $50.
Gross Change Net Change 
Method Method
(thousands of dollars)
Computation of taxable income
Same as Exhibit 1
Computation of tax estimated to be currently payable
48% rate $ 96 $ 96
Surtax exemption ( 6) ( 6)10% surcharge 9 9
Allowable investment credit ( 50) ( 50)
Computation of deferred tax on depreciation timing difference
$ 49 $ 49
Taxable income
Originating or net change in depreciation
200 $200
timing differences
Adjusted taxable income—“without”
500 400
timing differences $700 $600
Tax on adjusted taxable income $313 (a) $260 (a)
Tax currently payable 
Differential equivalent to tax effects of 
timing differences to be added to
49 49
deferred tax credit
Computation of deferred tax on 
deferred gross margin timing differences
$264 $211
Taxable income
Originating or net change in gross margin
$200 $200
timing differences
Adjusted taxable income—“without”
300 (100)
timing differences $500 $100
Tax on adjusted taxable income $207 (a) $ 10 (b)
Tax currently payable 
Differential equivalent to tax effects of 
timing differences to be added to
49 49
(or deducted from) deferred tax credit 158 $( 39)
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 EXHIBIT 1a (continued)
Summary of changes in deferred tax credit balance
Additions to deferred credits arising from 
originating differences:
Depreciation 
Deferred gross margin 
Arising from increased in cumulative 
depreciation differences 
Amortization of deferred credits arising 
from reversing differences:
Depreciation—(48% of $100)
Deferred gross margin—(48% of $400)
Net amortization arising from reduction 
in cumulative deferred gross margin 
Net increase
$264
158
$211
( 48)
(192)
( 39)
$182 $172 (c)
Notes:
(a) 48% of adjusted taxable income (“without” timing difference), less surtax exemption of 
$6, plus 10% surcharge and less allowable investment credit of $50.
(b) 48% of adjusted taxable income (“without” timing difference), less surtax exemption of 
$6, plus 10% surcharge and less maximum investment credit of $36 ($25 plus 50% of the 
difference between $46 and $25).
(c) The difference between the net increase in the deferred tax credit balance under the net 
change method of $158 in Exhibit 1 and $172 in Exhibit la, or $14, arises from the 
influence of the investment credit. It should be noted that under the gross change 
method the full investment credit of $50 is utilized in all of the computations “with and 
without inclusion of the transaction creating the difference between taxable income and 
pretax accounting income.” Under the net change method the utilization of the invest­
ment credit is limited to $36 in the computation of the tax effects of deferred gross 
margin timing differences whereas $50 is utilized in the computation of depreciation 
timing differences. (See section on “Investment Credit Carrybacks and Carryfor­
wards.”)
118
APPENDIX F
ACCOUNTING INTERPRETATION OF APB OPINION NO. 23
DISCLOSURE OF UNTAXED, UNDISTRIBUTED EARNINGS OF SUBSIDIARY
Before the Financial Accounting Standards Board assumed responsibility for establishing 
accounting standards, the Institute staff was authorized to issue interpretations of accounting 
questions having general interest to the profession. The purpose of the interpretations was to 
provide guidance on a timely basis without the formal procedures that were then required for an 
Accounting Principles Board Opinion and to clarify points on which past practice may have 
varied and been considered generally accepted.
These interpretations, which were reviewed with informed members of the profession, were 
not pronouncements of the APB. Responsibility for preparing the interpretations rested with 
Richard C Lytle, who was the administrative director of the APB.
The following interpretation of the application of APB Opinion No. 23 was prepared in the 
manner indicated and was issued in March 1973. Since it has not been superseded by a pro­
nouncement of the Financial Accounting Standards Board, it still remains in effect. Although 
such interpretations are not to be regarded as pronouncements of the Accounting Principles 
Board, AICPA members should be aware that they may be called upon to justify departures from  
the interpretations.
Question—Paragraph 14-b of APB Opinion No. 23 requires disclosure of the cumulative 
amount of undistributed earnings of a subsidiary on which the parent company has not accrued 
income taxes. Is the amount to be disclosed the total amount of undistributed earnings on which 
income taxes have not been accrued or may an amount that will not be taxed, with appropriate tax 
planning under existing statutes, be excluded?
Interpretation—The amount to be disclosed under paragraph 14-b is the cumulative undistri­
buted earnings which under existing law would be subject to income taxes if distributed currently 
but for which the parent company has not accrued income taxes. If under existing law, however, a 
short-term postponement of the distribution would permit the earnings to be distributed tax-free 
to the parent, those earnings need not be included in the amount disclosed. Thus, for example, the 
amount disclosed would include that portion of the undistributed earnings of a DISC subsidiary on 
which tax has not been accrued, the undistributed earnings of a foreign subsidiary on which tax 
has not been accrued and the tax would not be offset by an available foreign tax credit, and the 
undistributed earnings of a less than 80 per cent owned domestic subsidiary.
The amount disclosed would not include the undistributed earnings of an 80 per cent or more 
owned domestic subsidiary that is included in a consolidated income tax return, or where the 
parent has elected a single surtax exemption for all members of an affiliated group which file 
separate tax returns, since a dividend paid from those earnings would be eligible for the 100 per 
cent dividends-received deduction. Likewise, the undistributed earnings of a subsidiary that is 
expected to be remitted to the parent company in a tax-free liquidation would not be included in 
the amount disclosed.
The undistributed earnings of an 80 per cent or more owned domestic subsidiary that files a 
separate tax return with multiple surtax exemptions for the affiliated group should not be in­
cluded in the amount disclosed in most situations. Under present law, dividends paid out of 
earnings accumulated after 1974 will be eligible for the 100 per cent dividends-received deduction. 
Income taxes should, however, be accrued for any pre-1975 multiple surtax year accumulated 
earnings which are not considered to be invested for an indefinite period of time when the tax
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planning alternatives of filing a consolidated return or a tax-free liquidation are not practical. In 
the unusual situations when pre-1975 accumulated undistributed earnings are considered invested 
for an indefinite period of time and the consolidated return and tax-free liquidation alternatives 
are not practical, such pre-1975 accumulated undistributed earnings should be included in the 
amount to be disclosed.
Care should be exercised in drafting the footnote required by paragraph 14-b of APB Opinion 
No. 23 so that readers may be fully apprised of tax implications of unremitted earnings of sub­
sidiaries. The following is illustrative:
“It is the policy of the company to accrue appropriate U.S. and foreign income taxes on 
earnings of subsidiary companies which are intended to be remitted to the parent company in the 
near future. Unremitted earnings of subsidiaries which have been, or are intended to be, perma­
nently reinvested [disclosure of purpose], exclusive of those amounts which if remitted in the near 
future would result in little or no such tax by operation of relevant statutes currently in effect, 
aggregated $________at December 31, 1972.”
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APPENDIX G
RELEASE NO. 194, NOVEMBER 28, 1973, 
38 F. R. 33282
Notice of adoption of amendment to regulation S-X to provide 
for improved disclosure of income tax expense.
The Securities and Exchange Commission today adopted amendments to Rule 3-16(o) of 
Regulation S-X calling for improved disclosure of income tax expense in financial statements filed 
with the Commission. These amendments were originally proposed on December 18, 1972 (Sec­
urities Act Release No. 5344) and then were reissued in revised form for additional comment on 
September 12, 1973 (Securities Act Release No. 5421).
The final rule includes a number of changes made in response to comments received although 
the basic requirements of the original proposal which called for disclosure of the components of tax 
expense, the reasons for timing differences between book and tax reporting resulting in deferred 
income taxes, and a reconciliation between the effective income tax rate indicated by the income 
statement and the statutory Federal income tax rate have been retained and are adopted hereby. 
The proposal that the amount of deferred taxes shown on the most recent balance sheet which will 
be reflected in tax expense reported in income statements for each of the next five years be 
disclosed has been revised. The revision requires disclosure of deferred tax reversals only in cases 
where the registrant expects that the cash outlay for income taxes with respect to any of the 
succeeding three years will substantially exceed income tax expense for such year.
The objectives of these disclosure requirements are to enable users of financial statements to 
understand better the basis for the registrant’s tax accounting and the degree to which and the 
reasons why it is able to operate at a different level of tax expense than that which would be 
incurred at the statutory tax rate. By developing such an understanding, users will be able to 
distinguish more easily between one time and continuing tax advantages enjoyed by a company 
and to appraise the significance of changing effect tax rates. In addition, users will be able to gain 
additional insights into the current and prospective cash drain associated with payment of income 
taxes.
Discussion of Comments Received
Numerous comments were received in response to the exposure of this rule. In general, 
analysts and other users indicated that the required disclosure would be very helpful to them in 
the process of analyzing results and determining the earning power of a corporation. Financial 
executives generally opposed the disclosure on the grounds that it would be costly to produce and 
would provide details which would be of little value to the average investor. The Commission has 
concluded that the benefits of the disclosure are sufficient to require its presentation in financial 
statements filed with the Commission but it recognizes that the detailed disclosure provided 
herein will be primarily of interest to professional analysts who have the obligation to develop an 
understanding in depth of corporate results and may not be required in financial disclosure 
designed for the average investor. The Commission notes, however, that financial statements 
prepared in conformity with generally accepted accounting principles as set forth in Accounting 
Principles Board Opinion No. 11 require disclosure of the “reasons for significant variations in the 
customary relationships between income tax expense and pretax accounting income if they are not 
otherwise apparent from the financial statements or from the nature of the entity’s business” and
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it believes that many of the disclosures required by Rule 3-16(o) may be necessary in order to 
reflect the spirit of Opinion No. 11.
A number of commentators suggested that the Commission does not have the authority to 
require disclosure of the information relating to income taxes because such information appears on 
the income tax returns of the corporations and is therefore confidential. The Commission finds no 
merits in this position. The requirements for full and fair disclosure of material information to 
investors are a basic part of the Securities Act of 1933 and the Securities Exchange Act of 1934. 
Each Act provides that registration statements filed under the Act must contain, in addition to 
other information specified, such information “as the Commission may by rules or regulations 
require as being necessary or appropriate in the public interest or for the protection of 
investors.”1 Both Acts also grant to the Commission the power to prescribe, with regard to 
documents required to be filed, “the form or forms in which required information shall be set 
forth, and the items or details to be shown in the balance sheet and earnings statements. . . .”2 
The Commission believes that the amendments to Regulation S-X adopted today are entirely 
consistent with its express authority under the Acts. The type of information required to be 
disclosed by these amendments is, in the opinion of the Commission, material to investors as noted 
above.
Other comments indicated that the rule would require disclosure of information which would 
be valuable to competitors since it would reveal tax strategy or which would lead taxing au­
thorities to question tax deductions or assess claims based on amounts provided in computing tax 
expense where items subject to varying tax interpretations were treated in a manner favorable to 
the taxpayer. Those who made such comments did not provide specific examples of items and 
amounts involved, but the Commission believes that most items of this sort would be of a size such 
that disclosure would not be required under the significance criteria set forth in the rule. In those 
cases, if any, where the amounts involved are sufficiently large to require disclosure the needs of 
present and potential investors in public corporations are best served by providing such signific­
ant information even though there may be an increased risk of adverse consequences at the hands 
of competitors.
Numerous commentators raised questions about the proposed requirement that disclosure be 
made of the amounts of deferred income taxes shown on the year-end balance sheet which are 
expected to be reflected as components of tax expense in each of the next five years. It was 
pointed out that this disclosure would not achieve the stated objective of providing insights into 
potential future cash outlays for taxes since in the normal case one tax deferral is expected to be 
replaced by another. Hence the data proposed to be required might lead to the misleading 
inference that a substantial cash outlay for taxes would be likely in the five-year period covered 
when such was not the case. The Commission recognizes the validity of these comments and has 
revised this particular proposal. The revised requirement calls for disclosure only in those cases 
when it is expected that the cash outlay for income taxes with respect to any of the succeeding 
three years will substantially exceed income tax expense for such year.
The Amended Rules
Inasmuch as certain of the requirements under Rule 3-16(o) relate also to Rule 5-02-19, 
Prepaid expenses and deferred charges, and to Rule 5-02-35, Deferred credits, these rules have 
been amended to include a cross-reference to Rule 3-16(o).
1Section 7 of the Securities Act of 1933 (Act) and Section 12(g) and (b) of the Securities Exchange Act of 1934 (Exchange Act). In addition, Section 13(a) of the Exchange Act requires issuers of securities registered under that Act to file reports and information “in accordance with such rules and regulations as the Commission may prescribe as necessary or appropriate for the proper protection of investors and to insure fair dealing in the security.”
2Section 19(a) of the Act and Section 13(b) of the Exchange Act.
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The text of amended Rules 3-16(o), 5-02-19, and 5-02-35, with the changes in the text from the 
current rule indicated by underlining, [in italics] follows:
* * *
Rule 3-16. General Notes to Financial Statements* * *(o) Income tax expense.—(1) Disclosures shall be made, in the income statement or a note 
thereto, of the components of income tax expense, including: (i) taxes currently payable; (ii) the 
net tax effects, as applicable, of (a) timing differences (Indicate separately the amount of the 
estimated tax effect of each of the various types of timing differences, such as depreciation, 
research and development expense, warranty costs, etc. Types of timing differences that are 
individually less than 15 percent of the deferred tax amount in the income statement may be 
combined. I f  no individual type of difference is more than five percent of the amount computed by 
multiplying the income before tax by the applicable statutory Federal income tax rate and the 
aggregate amount of timing differences is less than five percent of such computed amount, 
disclosure of each of the separate types of timing differences may be omitted.) and (b) operating 
losses; and (iii) the net deferred investment tax credits. Amounts applicable to United States 
Federal income taxes, to foreign income taxes and to other income taxes shall be stated separately 
for each major component, unless the amounts applicable to foreign and other income taxes do not 
exceed five percent of the total for the component.
(2) I f  it is expected that the cash outlay for income taxes with respect to any of the succeeding 
three years will substantially exceed income tax expense for such year, that fact should be 
disclosed together with the approximate amount of the excess, the year (or years) of occurrence 
and the reasons therefor.
(3) Provide a reconciliation between the amount of reported total income tax expense and the 
amount computed by multiplying the income before tax by the applicable statutory Federal 
income tax rate, showing the estimated dollar amount of each of the underlying causes for the 
difference. I f  no individual reconciling item amounts to more than five percent of the amount 
computed by multiplying the income before tax by the applicable statutory Federal income tax 
rate, and the total difference to be reconciled is less than five percent of such computed amount, 
no reconciliation need be provided unless it would be significant in appraising the trend of 
earnings. Reconciling items that are individually less than five percent of the computed amount 
may be aggregated in the reconciliation. The reconciliation may be presented in percentages 
rather than in dollar amounts. Where the reporting person is a foreign entity, the income tax rate 
in that person’s country of domicile should normally be used in making the above computation, 
but different rates should not be used for subsidiaries or other segments of a reporting entity. I f  
the rate used by a reporting person is other than the United States Federal corporate income tax 
rate, the rate used and the basis for using such rate shall be disclosed.
Rule 5-02. Balance Sheets.
19. Prepaid expenses and deferred charges.—State separately any material items. Items 
properly classed as current may, however, be included under caption 8. (See also Rule (3-16(o).)
35. Deferred credits.—State separately amounts for (a) deferred income taxes, (b) deferred 
tax credits, and (c) material items of deferred income. The current portion of deferred income 
taxes shall be included under caption 26 (see Accounting Series Release No. 102.) (See also Rule 
3-16(o).)
In order to clarify the rules as adopted, an example of disclosure and associated assumptions 
and computations has been attached as an exhibit to this release.
The amendments to Regulation S-X have been adopted pursuant to authority conferred on 
the Commission by the Securities Act of 1933, particularly Sections 6, 7, 8, 10 and 19(a) thereof; 
the Securities Exchange Act of 1934, particularly Sections 12, 13, 15(d) and 23(a) thereof; the
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Public Utility Holding Company Act of 1935, particularly Sections 5(b), 14 and 20(a) thereof; and 
the Investment Company Act of 1940, particularly Sections 8, 30, 31(c) and 38(a) thereof.
The above amendments to Regulation S-X shall be applicable to financial statements for 
periods ending on or after December 28, 1973. Such disclosure is recommended but not required 
for financial statements of prior periods included in filings with the Commission subsequent to 
December 31, 1973.
By the Commission.
George A. Fitsimmons 
Secretary
EXHIBIT
The following example of the disclosure required under Rule 3-16(o) is provided to assist 
registrants in appraising the proposal and in complying with it.
I. Assumptions
The following facts apply to a hypothetical business corporation for the calendar year 1973 (all 
figures in thousands):
Book income before ta x .....................................................................................................................$15,000
(1) Assets purchased at the beginning of 1973 at a cost of $10,000, eight year life, double 
declining balance depreciation for tax purposes, straight line on books, eligible for 7% investment 
credit.
(2) Research costs of $3,000 deducted on tax return but amortized over following years for 
book purposes.
(3) Warranty reserve of $1,400 provided for book purposes is not deductible for tax purposes 
until warranty costs are incurred.
(4) Income before taxes includes $2,000 related to construction-type contracts still in process 
which are accounted for on the percentage of completion method for book purposes and on the 
completed contract method for tax purposes.
(5) Amortization of goodwill of $800 is not deductible for tax purposes.
(6) Book income before taxes includes $2,400 which represents the net income of wholly- 
owned foreign subsidiaries that are expected to indefinitely invest their undistributed earnings. 
Foreign Subsidiary A is permitted under its local tax laws to deduct a provision for an inventory 
reserve related to increased inventory levels. The reserve would be reduced in periods of inven­
tory decline. For consolidated financial statement purposes, no such accrual is made and the 
associated deferred tax expense is $420. The subsidiaries have reportable taxes in their respective 
foreign jurisdictions as follows:
Foreign Sub­
sidiary A
Foreign Sub­
sidiary B Total
Foreign Book Income before Taxes $2,100 $300 $2,400
Foreign Jurisdiction Tax Rate 30% 50% —
Currently Taxable Income $ 700 $300 $1,000
Current Tax Expense 210 150 360
Deferred Tax Expense 420 -0- 420
Total Foreign Income Tax Expense $ 630 $150 $ 780
(7) Investments sold during the year resulted in a gain of $1,000, which is taxed at capital 
gain rates of 30%.
(8) Included in income is $1,500 of interest on tax exempt municipal bonds.
(9) State and local income taxes amounted to $400.
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II. Illustrative Note
Note—Income tax expense (all data in thousands).
Income tax expense is made up of the following components:
U.S. State &
Federal Foreign Local Total
Current Tax Expense $2,312 $360 $400 $3,072
Deferred Tax Expense 2,328 420 -0- 2,748
$4,640 $780 $400 $5,820
Deferred tax expense results from timing differences in the recognition of revenue and 
expense for tax and financial statement purposes. The sources of these differences in 1973 and the 
tax effect of each were as follows:
Excess of tax over book depreciation $ 600
Research and development costs expensed on tax return and
deferred on books 1,440
Revenue recognized on completed contract basis on tax return
and on percentage of completion basis on books 960
Tax deductible inventory reserve provided in foreign tax jurisdiction 420
Warranty cost charged to expense on books but not deductible
until paid (672)
$2,748
Total tax expense amounted to $5,820 (an effective rate of 38.8%), a total less than the 
amount of $7,200 computed by applying the U.S. Federal income tax rate of 48% to income before 
tax. The reasons for this difference are as follows:
% of
$ Amount
pretax
income
Computed “expected” tax expense $7,200 48.0%
Increases (reductions in taxes resulting from:
Foreign income subject to foreign income tax but not 
expected to be subject to U.S. tax in foreseeable future 
($2,400 x 48%) -  $780 = $372 $ (372) (2.5)
Tax exempt municipal bond income (720) (4.8)
Investment tax credit on assets purchased in 1973 (700) (4.7)
Goodwill amortization not deductible for tax purposes 384 2.6
State and local income taxes, net of Federal income 
tax benefit* 208 1.4
Benefit from income taxed at capital gains rate 
(1,000 x 48%) -  (1,000 x 30%) = $180* (180) (1.2)
Actual tax expense $5,820 38.8%
*Since these amounts are less than 5% of the computed “expected” tax expense, they could be combined with any 
other items less than $360 into an aggregate total. For example, these items could be disclosed as follows: “Miscellaneous 
items . . . $28 . . . 0.2%.”If no single item had exceeded $360 in this case and the total net difference of all items was also less than $360, this 
reconciliation would not have been required.
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Based upon currently anticipated expenditures and operations, it is expected that the defer­
red income tax balance will be substantially reduced in 1976 and the cash outlay for taxes as­
sociated with that year will exceed tax expense by approximately $4,000, primarily due to the 
book amortization in that year of research and development expense previously deducted for tax 
purposes.
III. Computational Guide
(Furnished only to enable interested parties to determine source of numbers shown in above 
illustrative note; not to be required of registrants in filings.)
A. Tax computations
Book income before tax $15,000
State income tax (400)
Permanent differences:
Goodwill amortization 800
Municipal bond income (1,500)
Foreign income, no domestic income tax (2,400)
Capital gain (1,000) (4,100)
$10,500
Timing differences:
Excess depreciation (1,250)
R & D deducted on tax return (3,000)
Warranty cost not deductible until paid 1,400
Percentage of completion income (2,000)
Taxable income (excl. cap. gain) $ 5,650
Tax to be paid
Tax on ordinary income .48 x 5650 $ 2,712
Plus capital gain tax .30 x 1,000 300
Less investment credit (700)
Actual tax paid $ 2,312
Tax expense per books
Tax expense on ordinary income .48 x 10,500 $ 5,040
Plus capital gain tax 300
Less investment credit (700)
Tax expense—Federal $ 4,640
Foreign tax $ 780
State and local income tax $ 400
B. Facts affecting disclosure of net deferred income taxes.
Estimated Changes in Deferred Income Tax Accounts on Balance Sheets:
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Balance—beginning of year 
Additions for timing differences in each year1 
Reversals of balances at beginning of each year 
Balance—end of year
C. Computations of disclosure limits per Rule 3-16(o)
Computed amount 
5% of computed amount 
15% of deferred tax
1974
$10,000
3,000
(2 ,000)
$11,000
1975
$11,000
1,500
(2, 000)
$10,500
1976 
$10,500 
500 
(4,500) 
$ 6,500
15,000 x .48 = 7,200 
.05 x 7,200 = 360 
.15 x 2,728 = 409
N OT E :
1 Includes effect of expected expenditures in each subsequent period which give rise to addi­
tional tax deferrals.
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